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Financial Summary “lip "ag 
§ Millions (except per share); 1982 and 1981 reclassified and restated App 9 : ‘aty 
a 
‘aie Change 

For the Year 1983 1982 1981 1983/1982 1982/1981 
Sales $6,219.5 $6,126.1 $6,542.3 + 2% — 6% 
Income before Taxes 264.0 490.3 552.1 —46 -11 
Income Taxes 104.3 170.5 186.9 —39 -9 
Effective Tax Rate 39.5% 34.8% 33.9% +4.7% pts. + .9% pts. 
Pretax, Pre-interest Income to Sales 7.0% 9.9% 10.4% —2.9% pts. ~ .5% pts. 
Net Income 159.7 319.8 365.2 -50 -12 

Earnings per Share 3.28 6.59 7.55 -50 -13 

Earnings per Share Assuming Full Dilution 3.26 6.51 7.41 -50 -12 
Capital Expenditures 353.1 560.1 664.9 —37 16 
Research and Development Expenses 70.7 61.5 54.7 +15 +12 
Depreciation, Depletion and Amortization 304.6 297.2 278.0 +2 +7 
Working Capital Provided by Operations 449.9 595.3 629.2 ~24 - 5 
Dividends on Common Stock 135.5 130.2 116.4 +4 +12 
Dividends per Common Share 2.80 2.70 2.45 +4 +10 
Return on Shareholders’ Equity 7.3% 15.6% 20.2% —8.3% pts. —4.6% pts. 
Average Common Shares Outstanding 48,431,000 48,399,000 48,292,000 — a 
At Year-End 
Total Assets $5,034.6 $4,920.2 $5,047.7 + 2% — 3% 
Total Liabilities 2,852.3 2,720.6 2,979.5 +5 = "9 
Net Properties and Equipment 2,715.4 2,707.7 2,543.5 — + 6 
Working Capital 688.6 1) ee 675.9 - 3 + 6 
Long-Term Debt 1,349.4 1,294.5 1,372.6 +4 - 6 
Shareholders’ Equity— Common Stock 2,172.0 2,189.3 2,059.4 -1 + 6 
Shareholders’ Equity—Book Value per Common Share 44.80 45.23 42.54 -1 + 6 
Common Shares Outstanding 48,485,665 48,400,811 48,415,879 _ —_ 
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A Message to Shareholders 


Lower operating results and the absence 
ofa significant nonrecurring gain which 
had favorably affected 1982 performance 
contributed to a major decrease in W.R. 
Grace & Co.’s net income for 1983, un- 
fortunately making management’s year- 
earlier expectations all too accurate. Al- 
though Grace’s specialty chemical and 
consumer segments posted earnings 
gains, the energy service and fertilizer 
businesses experienced severe down- 
turns, resulting in an overall profit 
decline for the year. 

It is both unusual and particularly 
inopportune that two major businesses 
dipped at the same time due largely to 
external factors. We believe, however, 
that we may have weathered the worst in 
both natural resources and agricultural 
chemicals, and, in an improving econ- 
omy, Grace promises to emerge a 
stronger competitor. 

With a balanced business mix— 
cyclical and noncyclical; geographically 
diverse; manufacturing, extractive and 
service-oriented—Grace is strategically 
positioned to benefit from an improve- 
ment in the business climate. 


Specific 1983 Results 

Net income in 1983 of $1597 million was 
down $160.1 million, or 50 percent, 
from the $319.8 million earned in 1982, 
which was restated for a pooling of in- 
terests transaction. Corresponding 1983 
earnings per share of $3.28 were lower 
by the same percentage. Of the year-to- 
year differential, $65.1 million, or $1.34 
per share, was due to a nonrecurring 
gain on the restructuring of Chemed 
Corporation in March 1982. 

Sales for 1983 were $6.2 billion com- 
pared with $6.1 billion in 1982. 

For the fourth quarter of 1983, net 
income rose to $58.0 million compared 
with $54.1 million in the final three 
months of 1982. Per share, earnings 


were $1.19 versus $1.11, a gain of seven 
percent. This reversed the unfavorable 
year-to-year comparisons of the first 
three quarters of 1983. 


Operating Review 

The Company’s cornerstone business— 
specialty chemicals—continued to 
demonstrate its strength during 1983 
with operating income after taxes of 
$173.6 million. The increase in profits, 
although modest in historical terms, is 
more noteworthy given the effect of ad- 
verse foreign currency translation on re- 
sults in overseas markets caused by an 
abnormally strong U.S. dollar. Grace’s 
European chemical operations usually 
generate 25 to 35 percent of specialty 
chemical earnings. Since mid-1980 the 
dollar has appreciated approximately 
50 percent against leading European 
currencies, causing locally denomi- 
nated earnings to be translated cumu- 
latively into $50+ million less after 
taxes over this three-year period. 

Well-publicized unfavorable condi- 
tions in the natural resource and agri- 
cultural chemical industries contrib- 
uted to substantially lower operating 
income for these segments of Grace’s 
business, with 1983 results down by 
$88.1 million and $10.1 million, respec- 
tively, versus 1982. Together these two 
shortfalls accounted for more than the 
total decline in operating results. Earn- 
ings from the consumer segments were 
higher, with retailing up strongly by 32 
percent and restaurants ahead by eight 
percent. The General Business Group’s 
operating income was down 13 percent 
due largely to nonrecurring factors in 
1982 and lower earnings from the cocoa 
processing business. 

Additional details on Grace’s oper- 
ating results are given in ‘“‘Manage- 
ment’s Discussion and Analysis” in the 
financial section of this Report. 


A New Era 

The long-standing vitality of Grace’s 
specialty chemicals business is demon- 
strated by its 12 percent average annual 
growth in sales and after-tax operating 
income since its beginnings in 1954. The 
Industrial Chemicals Group has estab- 
lished and maintained superior market 
positions in many product lines through 
its strong management and technical 
expertise. 

Lower-than-normal earnings in- 
creases in 1983 did not deter the Com- 
pany from investing in the future by 
expanding into chemical-related, high- 
technology fields. New product areas in- 
clude industrial ceramics, biotechnol- 
ogy and biogenetics, ultrafiltration 
membranes and equipment, synthetic 
lubricants, nitroparaffins and electronic 
chemicals. This ‘‘new era’’ dedication to 
our basic business has followed many 
paths: acquisitions like Amicon, 
Diamonite and S.H. Mack; licensing of 
advanced process technology from oth- 
ers; increased research and development 
spending, which in 1983 rose 15 percent 
to $71 million; expansion including new 
plant construction involving capital 
expenditures for specialty chemicals 
alone of $119 million; greater geographic 
expansion of operations into regions 
such as Southeast Asia; and venture 
capital investments in promising areas 
on the technological forefront. 

A new phase in the growth and posi- 
tioning of our retailing and restaurant 
businesses is also emerging. A strategy 
of developing regional market positions 
through rapid growth in the number of 
units has been largely successful. Atten- 
tion is now being given to increasing 
overall returns and profitability of con- 
sumer operations. 

In addition, recognition by the invest- 
ment community of Grace’s consumer 
activities has been heightened by the 


public sale of a minority interest in 

EI Torito Restaurants, Inc. in January 
1984. Through this offering, Grace 
raised capital to help finance its expan- 
sion program, particularly in specialty 
chemicals, and has demonstrated the in- 
herent value of this investment. In the 
future, the public sale of minority inter- 
ests in other consumer units may be 
undertaken. 

For natural resources and agricul- 
tural chemicals, 1983 was a year of re- 
trenchment. Capital spending in natural 
resources was curtailed by over $150 
million, or more than 60 percent. Cost- 
cutting measures were put into place 
to enhance productivity and to lower 
break-even operating rates, positioning 
these businesses for industry upturns. 

Stringent cost and personnel controls 
throughout the Company were reflected 
in lower corporate overhead for the first 
time in 13 years, and capital expendi- 
tures company-wide were reduced. 
Debt as a percent of total capital was 
held under 40 percent. Such actions 
served to enhance an already strong 
balance sheet. 


Dividend Payout 

Despite the sharp downturn in Grace’s 
net income, the Board of Directors 
maintained the annual dividend at an 
indicated rate of $2.80 per share, 10 
cents greater than the aggregate divi- 
dend paid during 1982. This effective in- 
crease is in line with the Company’s 
stated objective of keeping our share- 
holders even with or ahead of inflation. 


1984 Outlook 

In 1984, Grace economists anticipate 
the U.S. economy to continue the recov- 
ery begun during 1983. Real Gross Na- 
tional Product is expected to advance by 
5.5 percent, bringing the expansion in 
economic activity over the two years to 


a total of nine percent—matching the 
average of postwar recoveries. Real 
GNP growth of developed nations over- 
seas is forecast at 3.5 percent. Although 
recovery in Europe has lagged that of 
other developed areas, it is now gather- 
ing strength. Meanwhile, we project the 
dollar to depreciate an average of eight 
percent against several major curren- 
cies in 1984. 

We believe that Grace is well posi- 
tioned to benefit in 1984 and beyond 
from the economic expansion described 
above. We are confident that last year 
represented the low point in the Com- 
pany’s two-year earnings decline and 
that each of Grace’s industry segments 
will show improvement this year. 

In specialty chemicals, the ‘‘new era” 
of growth described earlier has set the 
foundation for future earnings growth. 
After two years of modest increases in a 
worldwide recessionary climate, we ex- 
pect specialty chemical results in 1984 
to approach their historical trend-line 
performance. 

Agricultural chemical operations, 
with significant underutilized pro- 
duction capacity, raw material cost 
advantages and the industry’s strongest 


distribution network, should participate 


fully in the anticipated upturn in the 
fertilizer market. Higher grain prices 
and farm income in 1983 are expected 
to yield increases of about 20 percent in 
plantings and fertilizer use in 1984. 
While the future recovery in natural 
resources will be gradual, we believe 
1983 was a watershed year of retrench- 
ment in which the basis for resumed 
earnings growth was established. We 
have witnessed a period of relative 
price stability for crude oil and refined 
petroleum products, which, combined 
with increasing demand, provides 
the underpinning for improvement 
in energy service activity. 


Our consumer businesses—retailing 
and restaurants—will seek to emphasize 
strong bottom-line gains and continue 
to strengthen regional market positions. 
The growth rate of operating income 
in these sectors should outpace the rest 
of the Company. General business activ- 
ities should move ahead as well during 
1984. 

Our long-standing objective remains 
a sustainable annual growth rate in 
earnings of 15 percent or more. With the 
improvement in natural resources and 
the turnaround in agricultural chem- 
icals, plus accelerating profits in spe- 
cialty chemicals, retailing, restaurants 
and general business, Grace should 
progress in 1984 toward the achieve- 


ment of this goal. 


Chairman and 
Chief Executive Officer 


March 1, 1984 
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Specialty Chemicals 


$ Millions 


1983 
$2,105 
173.6 


1982 
$2,025 
166.2 


Sales 
Operating income 


Overview 
Catalyst, Packaging 
Lines Lead Earnings 


Strong performances by Grace’s Davi- 
son Chemical and Cryovac divisions 
lifted earnings from specialty chemical 
operations to $173.6 million, up four 
percent over 1982. Specialty chemical 
sales rose four percent to $2.1 billion. 

Grace is a world leader in specialty 
chemicals, which are high-performance 
products generally made to exacting cus- 
tomer specifications. With more than 90 
major product lines in such broad market 
segments as packaging, petroleum 
refining, construction, automotive, print- 
ing and electronics, Grace chemicals 
serve the changing needs of customers in 
more than 40 countries. 

The Cryovac line of flexible packaging 
materials had a particularly good year 
as did Davison Chemical Division. 

Sales of Davison’s fluid cracking cata- 
lysts for petroleum refining increased 
significantly, including production from 
anew Grace plant in Worms, West 
Germany. A strong performance was 
also recorded by Polyfibron’s specialty 
products for the printing industry. 

The number of strategic acquisitions 
in 1983 reaffirms Grace’s commitment 
to specialty chemicals as its premier 
business. Amicon Corporation , acquired 
in March, brings Grace solidly into the 
filtration materials for separation pro- 
cesses and specialty adhesives fields, 
while the businesses of S. H. Mack and 
Diamonite Products Manufacturing 
and the assets of Composite Technology 
Corporation, extend Grace’s reach in 
metal-working lubricants, industrial 
ceramics and composite materials. 


Microwave absorption material by Emerson & Cuming lines an anechoic chamber used for electronic measurements. 


Dewey and Almy 
Adds Three Units 


Dewey and Almy Chemical Division 
(D&A), which along with Davison 
Chemical Division marked Grace’s entry 
into specialty chemicals 30 years ago, 
continued its market-expanding activ- 
ities by acquiring two new units and the 
assets of a third in 1983. 

A world leader in can sealing com- 
pounds, D&A extended these lines by 
adding S. H. Mack and Company, Inc.,a 
maker of synthetic lubricants for can 
manufacturing. Offering improved per- 
formance, cost effectiveness and eco- 
logical benefits over standard oil-based 
products, Mack lubricants are being 
increasingly used by North American 
and foreign can manufacturers. 

D&A also established a position in 
high-growth industrial ceramics 
through the acquisition of Diamonite 
Products Manufacturing, Inc., in March 
1983. Since its beginning during World 
War II, Diamonite has produced alu- 
mina technical ceramics and is now a 
leader in this market. These ceramics 
are made by firing the mineral alumina 
at extremely high temperatures. Ex- 
ceeded in hardness only by diamonds, 
alumina ceramics’ high thermal sta- 
bility and durability make these prod- 
ucts uniquely suited for numerous 
industrial and electronic applications. 

The third D&A addition was Com- 
posite Technology Corporation (CTC), 
which now operates as part of D&A’s 
Emerson & Cuming (E&C) unit. Com- 
plementing E&C’s thrust into conduc- 
tive plastics, CTC produces lightweight 
composite products based on its patent- 
ed Elastic Reservoir Molding (ERM) tech- 
nology. ERM products are made of fiber- 
reinforced materials molded into rigid, 
lightweight panels. The panels are used 
to encapsulate virtually any material, 
including PVC, syntactic foam anda 
variety of anti-ballistic materials. 

Ongoing research also puts E&C on 
the technological forefront. Currently, 
E&C is studying advanced applications 


E&C inspector checks a missile radar shield. 


of its product lines, including rapid-cure 
adhesives for fiberglass materials, seal- 
ants to prevent air leakage in jet engines, 
high-strength buoyancy products for 

the offshore oil market and microwave 
absorption materials. 


Grace to Enter 
Nitroparaffins Field 


Organic Chemicals 
Will Open Deer Park Plant 


Representing Grace’s largest one-time 
capital investment in specialty chem- 
icals at a cost of more than $50 million, 
the nitroparaffins plant at Organic 
Chemicals Deer Park, Texas, site is near- 
ing completion and is slated to come on- 
stream in late 1984. Nitroparaffins are 
used as metal-cleaning solvents and as 
intermediates for a wide range of phar- 
maceuticals and specialty chemicals. 

Expected to establish a solid position 
for Grace in the nitroparaffins business, 
the new plant will employ technology 
licensed from a French company— Soci- 
été Chimique de la Grande Paroisse— 
and further developed by the Organic 
Chemicals Division. 
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Davison Gains 
As Markets Improve 


New Products Introduced 


A leader in fluid cracking catalysts 
(FCCs) and other industrial catalysts for 
more than 40 years, Davison Chemical 
Division benefited in 1983 from in- 
creased activity in the automotive, paint 
and food industries, and from greater 
demand by the petroleum industry for 
Davison products. 


As oil refiners have sought ways to 
“crack deeper into the barrel’’—to pro- 
cess lower-quality feedstocks into 
upgraded products—Davison has re- 
sponded by developing special alumina- 
supported hydrogenation catalysts to do 
the job. To keep pace with refiners’ de- 
mand for more advanced FCCs, Davi- 
son is expanding all of its FCC facilities. 
A new plant has been opened at its 
Valleyfield, Quebec, location to produce 
its DA series, a high-performance line of 
catalysts considered the industry stan- 
dard for ‘‘resid”’ cracking. 


New Division 
Strengthens Grace’s 
Biotech Position 


Leading Filtration Technology 
Specialist Acquired 


With biotechnology among the newest 
and most promising high-technology 
fields, Grace broadened its involvement 
in this area by acquiring Amicon Cor- 
poration in March 1983. 


Products brought to market by Davi- 
son in 1983 include a new family of 
Sylox silicas for use in dentifrice, poly- 
ester and silicone thickening and rubber 
anticaking. Because these versatile ad- 
sorbents sponge up moisture, their ap- 
plications range from preserving flavors 
and fragrances to keeping powdered 
substances flowing freely. A new bead 
silica for use in dual pane windows and 
another for natural gas processing were 
also introduced. A major moderniza- 
tion of Davison’s Curtis Bay, Maryland, 
silica plant is under way. 


Based in Lexington, Massachusetts, 
Amicon produces filtration materials 
for separation processes. These prod- 
ucts are used by the biotechnology and 
health care industries. Amicon also 
makes polymer-based, specialty adhe- 
sives used in the electronics and elec- 
trical industries. 

Amicon’s ultrafiltration membranes 
concentrate and separate specific pro- 
tein molecules from fermentation 
broths. One of these, the division’s 
Diaflo hollow fiber filters (see below), 
looks like long strands of spaghetti with 


an ultrafilter skin lining their walls. In 
hospitals, Amicon filters remove excess 
intravenous solutions from the blood of 
patients undergoing open heart and cor- 
onary bypass surgery. 

Amicon also manufactures a broad 
range of polymer-based specialty com- 
pounds used as structural adhesives in 
product assembly, as conductive seal- 
ants for bonding electronic and elec- 
trical components and in conductive 
inks on printed circuit boards. 


Diaflo fibers filter proteins from solutions. 


European Customers 
Spur New Product 
Development 


Following the principle of ‘‘custom- 
ization” that is the backbone of its spe- 
cialty chemicals business, Grace is 
gaining substantial market positions 
throughout Europe by developing prod- 
ucts uniquely tailored to specific needs 
of its overseas customers. In some cases, 
this has meant adapting technology 
used in the United States. In others, new 
processes and products have been intro- 
duced. But whatever means are used, 
the end result is growing market pene- 
tration and greater activity in regions 
that offer potential for Grace. 


New Printing, Packaging Systems 
Numerous examples of “uniquely 
European” products are found in the 
area of flexible packaging from Cryo- 
vac, represented abroad by European 
Darex Division. 

For instance, environmental con- 
cerns led Cryovac in Milan, Italy, to 
search for a water-based ink process 
for printing on film laminates, since 
solvent-based inks, which are the world- 
wide industry standard, give off un- 
desirable fumes. However, industry 
myth had it that only solvents could 
achieve high-resolution printing. Cryo- 
vac not only disproved this, but its new 
water-based ink produces such out- 
standing results that packagers of hams 
and other premium foods now use it to 
create finely detailed, lifelike pictures of 
these items on the wrap. 

Another Cryovac innovation in 
Europe is vacuum-skin packaging 
(VSP). Through the coextrusion of 
several film layers, the VSP process 
yields a sheer, highly resilient wrap that 
“engulfs’’ a product without altering its 
shape. There are no visible seals and, in 
fact, the only evidence of the wrap itself 
comes from its shine. These properties 
make VSP ideal for packaging many of 
the delicacies popular in European 


markets, such as patés and soft cheeses. 
Cryovac is also studying possible U.S. 
markets for VSP. 


Automotive 

Grace’s Teroson units, leading suppliers 
of acoustical and other chemically- 
based materials for the automotive 
industry, recently developed a custom- 
carpeting system now being used 

in higher-priced European cars. Tradi- 
tionally, auto makers layered sound- 
proofing, waterproofing and other 
materials, and then finished off with 
carpeting. The Teroson system com- 
bines all of these elements, so the auto 
maker’s installation becomes a one- 
step process. 
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In West Germany, new fluid cracking catalyst 
units store DA catalysts for European oil 
refinery operations. 


Oil Refining Markets 

Asin the United States, European 
refiners continue to seek ways to pro- 
duce high-value gasoline from lower- 
quality feedstocks. To this end, Grace 
started up its first European plant to 
manufacture the DA catalyst series in 
Worms, West Germany, in 1983. Repre- 
senting a new generation of fluid crack- 
ing catalysts, DA stands up to the heat 
and pressure of catalytic cracking better 
than its predecessors. The DA catalyst 
series has been well received in both 
Europe and the United States. 


Oranges sealed in Cryovac film stay fresh and juicy longer thanunwrapped fruit. 


Economic Rebound 
Benefits U.S. Markets 


New Products Introduced 


Reflecting the renewed health of the 
US. economy, housing starts picked up 
in 1983, boosting sales of residential 
building products made by Grace’s Con- 
struction Products Division (CPD) by 10 
percent. The favorable performance of 
consumer-oriented product lines failed 
to offset depressed 1983 results from the 
major CPD market—nonresidential 
construction—which was down again. 

An important new CPD product for 
residential construction, /ce & Water 
Shield , is made of strong, flexible Bitu- 
thene membrane and improves the pro- 
tection of residential roofing. Placed un- 
der the shingles on the eaves of a house, 
the self-adhesive, waterproof membrane 
prevents damage from melting ice and 
wind-driven rain. CPD believes Ice & 
Water Shield to be the most effective pro- 
tection of its kind available, and home- 
owners appreciate that it does not alter 
the appearance of their homes. 

To improve service to its customers 
and enhance marketing effectiveness, 
CPD in 1983 combined the previously 


separate sales forces for roof insulation 
and roofing materials into a new Build- 
ing Products unit. Now CPD roofing ex- 
perts can market complete systems tai- 
lored to commercial needs—such as 
Zonolite Roof Deck Insulation combined 
with GRM Roofing Membrane for max- 
imum reliability. Building Products also 
markets a full line of waterproofing, 
fireproofing and insulating materials. 

Peters water-soluble fertilizers are 
another fast-growing CPD product line. 
Used by professional and amateur grow- 
ers for house and garden plants, Peters 
fertilizers contain essential nutrients 
which are precision-mixed in one of the 
most modern and efficient manu- 
facturing facilities of its kind. Superior 
ingredients and strict quality control 
have made Peters one of the most trusted 
names in horticultural products. 


Cryovac Seals Citrus Fruit 

Continuing to develop new and im- 
proved applications for vacuum pack- 
aging, Cryovac introduced in 1983 a 
shrink-wrap process that enables citrus 
fruit to stay fresh longer and retain their 
tree-ripened flavor from grove to table. 
Soon after picking, the fruit is wrapped 
in Cryovac film which is then shrunk to 


create a “‘second skin,” locking in natu- 
ral juices and flavor, while keeping out 
air, water and bacteria. 

Producers and packagers like the 
wrap because its added protection can 
preserve fruit for up to three months, 
compared to two to three weeks for un- 
wrapped fruit. It also greatly reduces 
the bruising and damage that occurs 
during shipping and makes promotion 
easier, since producers can print their 
names on the wrap. In the store, the 
sparkling wrap attracts shoppers’ atten- 
tion and guarantees that the product 
has not been handled by other customers. 
Now used primarily for packaging 
grapefruit, oranges and lemons, the 
wrap is being tested on other fruit. 


Polyfibron Helps 
Revolutionize 
Newspaper Printing 


Specializing in creating technology to 
meet the needs of its customers, 
Polyfibron has helped to launch a new 
printing process that offers many of 
the benefits of lithographic printing— 
including sharp image and multicolor 
reproduction—yet requires less capital 
investment since it can be used on 
traditional presses. 

The flexographic printing system 
uses a water-based ink that dries on the 
paper’s surface, as opposed to tradi- 
tional oil-based inks, which are par- 
tially absorbed. The result is a crisper 
appearance, akin to offset printing. 
Also, words and photos do not show 
through the other side of the page, and 
the ink does not rub off on readers’ 
hands. 

Polyfibron’s Newsflex printing plates 
were developed to permit newspapers to 
reap the benefits of flexographic printing. 
The process is currently being tested 
by the Atlanta Journal-Constitution and 
the Providence (R.I.) Journal and will 
soon be evaluated by The Washington 
Post, Miami Herald and others. 


Looking Ahead: 
Research Efforts 
Strengthened 


To support Grace’s expanding high-tech- 
nology specialty chemicals business, 
investment in research and development 
(R&D) was boosted 15 percent in 

1983, to $71 million. Spending on R&D 
is planned to rise at a similar rate in 
1984, then level off to increases of about 
nine percent annually thereafter. 

The Company’s advanced R&D effort 
is headquartered at its Washington 
Research Center (WRC) in Columbia, 
Maryland. Here, Grace scientists and 
technicians are working on projects in 
three principal areas: catalysis, engi- 
neering research and biotechnology. 


Catalysis 
In catalysis, the Research Division works 
closely with Davison Chemical Division, 
the world leader in fluid cracking cata- 
lysts. A new family of catalysts for hy- 
droprocessing petroleum and control- 
ling automotive exhaust emissions was 
developed in 1983. These catalysts were 
designed using mathematical modeling 
to improve long-term performance. 
Testing of these new catalysts is cur- 
rently under way. 

The petroleum hydroprocessing cata- 
lyst market is one of the fastest-growing 
catalyst markets in the United States 
and is expected to reach $275 million by 
1988. The automotive exhaust catalyst 
market is growing most rapidly in West- 
ern Europe, where countries are adopt- 
ing stricter emissions standards. The 
European auto exhaust catalyst market 
may total $500 million by 1988. 


Engineering Research 

Working with Organic Chemicals 
Division, WRC engineers are perform- 
ing process research on nitroparaffins, 
which are used as solvents, stabilizers 
and pharmaceutical intermediates, and 
in cosmetics, explosives and various 
specialty chemical products. 


This work should help enhance prod- 
uct mix and manufacturing efficiency 
at Grace’s nitroparaffins plant, slated 
for start-up at the Deer Park, Texas, 
complex in late 1984. Other Research 
Division scientists are studying ways 
to produce high-value, specialty nitro- 
paraffin derivatives. 

When the plant becomes operational, 
Grace’s improved product line will be 
poised to gain a portion of the U.S. mar- 
ket for nitroparaffins, which, together 
with derivatives, is estimated at more 
than $250 million by 1988. 


Biotechnology 

Most of Grace’s five-year, $50 million 
program of outside research in biotech- 
nology is directed toward amino acids— 
the building blocks of protein. The 
Research Division’s work is being per- 
formed in conjunction with the Organic 
Chemicals Division. Grace already holds 
the keys to making numerous amino 
acids and is making strides in develop- 
ing better, less expensive ways to produce 
these and other organic compounds. At 
present, this project is focusing on syn- 
thesizing selected amino acids for use in 


parenteral nutrition (such as intra- 
venous feeding) and as pharmaceutical 
intermediates and food ingredients. 

This research effort got a boost in 
1983 with the start-up of a $3 million 
fermentation pilot plant. Fermentation 
is one method of producing amino 
acids, and this pilot plant raises WRC’s 
capabilities to a semi-commercial level. 
The worldwide market for amino acids 
could reach $200 million by 1990, and 
Grace is well-positioned to capture 
some of this business. 

Another biotechnology thrust comes 
in animal vaccines. Grace and Battelle 
Memorial Institute of Columbus, 
Ohio, are working toward developing 
vaccines against shipping fever in cattle 
and curing inflammation of intestinal 
membranes in pigs. 

In genetics, American Breeders Service 
and the University of Wisconsin have 
joined the Research Division in study- 
ing bovine embryo transplant tech- 
nology. It is hoped that this technology 
will make it possible for cattle embryos 
to be separated on a commercial basis, 
with some being brought to term while 
the others are frozen for future use. 


Microorganisms cultivated by scientists at Grace's Washington Research Center help advance 


biotechnology exploration. 


Agricultural 
Chemicals 


$ Millions 


Sales $597 
Operating income 22.4 32.5 


Overview 
Profits Down But 
Upturn Expected 


In 1983, operating income after taxes 
from Grace’s Agricultural Chemicals 
Group fell 31 percent from 1982 to $22.4 
million, the lowest level in more thana 
decade. Sales rose 10 percent to $655 
million, due in large part to higher 
export volumes. 

The domestic farm economy began to 
rebound in the second half of 1983 on 
the strength of reduced grain inventories 
and rising crop prices. These resulted 
from the federal government’s payment- 
in-kind (PIK) program and the severe 
drought that plagued the Corn Belt and 
the Southeast during the summer of 
1983. These factors negatively affected 
Grace in the short term, since they 
discouraged farmers from purchasing 
agricultural chemical supplies. 

By the third quarter of 1983, however, 
farm activity had accelerated in re- 
sponse to higher crop prices. After 
reaching its lowest levels in almost 50 
years during 1981 and 1982, overall net 
farm income in constant dollars rose 
appreciably in 1983, further increasing 
the prospects for sustained recovery (see 
related article on next page). 

Grace’s Agricultural Chemicals 
Group is a major producer of nitrogen- 
and phosphate-based fertilizers for both 
domestic consumption and export. It 
is also a leading supplier of phosphate 
rock mined in Florida. Animal feed 
and feed supplements are the Group’s 
other areas of business. 


Blistering heat and drought in the summer of 
'83 ravaged the U.S. corn crop. 


Feed Business Shows 
Higher Earnings 


Walnut Grove—a leading supplier of pre- 
mium hog feeds for Midwestern mar- 
kets—enjoyed a profitable year in 1983 
as higher slaughter prices throughout 
1982 and the first quarter of 1983 led 
hog producers to increase the size of 
their herds. Although hog profitability 
fell in the third quarter of 1983, Walnut 
Grove expects that producers will again 
realize good profit margins by the sec- 
ond half of 1984. 

The beef feed supplement market re- 
mained stable in 1983, down marginally 
from the previous year. Reflecting this, 
results of Grace’s Farr Better Feeds were 
down moderately from 1982. Nonethe- 
less, Farr remains the number one sup- 
plier of beef feed supplements to major 
feedlots in the Central Plains states. 

Farr expects this year’s results to ap- 
proximate those of 1983. However, fed- 
eral legislation passed in late 1983 pro- 
vides for a program, similar to PIK, in 
which dairymen will be paid not to pro- 
duce milk. This could result in herd 
liquidation, depress livestock prices and 
adversely affect Farr’s operating results. 


Profit Outlook for 
Fertilizer Industry 
Improves 


The domestic fertilizer industry, 
buffeted by low-cost imports and re- 
duced demand, experienced a difficult 
year in 1983. Three consecutive years of 
bumper crops had created a huge inven- 
tory of surplus grain, depressing crop 
prices and discouraging farmers from 
investing in fertilizer and agricultural 
equipment. In response to this situation, 
the federal government instituted a pay- 
ment-in-kind (PIK) program, which 
reduced planted acreage and, conse- 
quently, fertilizer usage. 

The severe drought that struck the 
Corn Belt in mid-1983 added to the im- 
pact of the PIK program. Production of 
two major crops—corn and soybeans— 
was down 51 percent and 31 percent, 
respectively, from 1982 as yields per 
acre fell sharply. 

However, the drought helped accom- 
plish in one year what it would have 
taken the PIK program two or three 
years to do, i.e., substantially reduce 
burdensome inventories of U.S. feed 


Grace ammonia plant in Trinidad. 


grains. Asa result, farmers are expected 
to plant additional acreage in 1984 and, 
consequently, invest more in fertilizers. 

Following a drop of 17 percent in 1983, 
crop plantings are expected to rise as 
much as 19 percent in 1984 as the govern- 
ment scales back the PIK program. 
Because of this increase in planted 
acreage, Grace anticipates as much as 
a 22 percent increase in consumption 
of the three main fertilizer nutrients— 
nitrogen, phosphate and potash. 

With its substantial capacity, Grace’s 
Agricultural Chemicals Group is pre- 
pared to benefit from the anticipated 
rise in fertilizer use. 


Ammonia Imports 
Disrupt 
Domestic Market 


A growing problem for the U.S. ammo- 
nia industry has been the surge of sub- 
sidized imports of ammonia—the key 
ingredient in nitrogen fertilizers—from 
Mexico, the Soviet Union and other 
countries. In 1983 these imports totaled 
an estimated 2.9 million short tons, 
more than double the level of just seven 
years ago. 

To stem the tide, a coalition of 11 
domestic nitrogen producers—chaired 
by Lloyd L. Jaquier, a Grace executive 
vice president and head of its Agricul- 


tural Chemicals Group—was formed to 
seek relief through trade legislation. The 
result was the introduction in August of 
H.R. 3801, “The Unfair Trade Practices 
Act of 1983,” currently before the House 
Ways and Means Committee. 

Countries such as the U.S.S.R. and 
Mexico gain an unfair advantage over 
US. producers by pricing natural gas, 
the basic raw material for ammonia, at 
a fraction of its cost and market value. 
The ammonia is then sold into the U.S. 
market at an artificially low price level. 

Subsidized natural gas costs foreign 
ammonia producers an estimated $35- 
$40 per ton of ammonia, compared to 
natural gas costs of $125-$130 per ton 
for U.S. producers. The effect is to drive 
down the market price of ammonia toa 


level below most U.S. manufacturers’ 
production costs and, in many cases, be- 
low their cost of natural gas alone. 

Nearly 20 percent of U.S. ammonia 
capacity was idled in 1983, primarily as 
a result of these subsidized imports. If 
subsidized imports continue, U.S. am- 
monia production will shrink further as 
these imports continue to penetrate the 
domestic market. 

In introducing ‘The Unfair Trade 
Practices Act of 1983,” Gillis Long, 
Democratic Congressman from Louisi- 
ana, noted: ‘‘These amendments will 
not exclude fairly traded imports, but 
will only offset the unfair advantage 
which arises when a foreign government 
deliberately tries to tip the balance in 
favor of its own producers.” 
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Natural Resources 


$ Millions “s 
19831982 

Sales $551 $796 

Operating income 22.7 110.8 

Overview 

Weak Demand 

Prolongs 


Energy Slump 


Reduced demand for petroleum products 
and services, plus unprecedented price 
reductions for drilling equipment, tools 
and services, made 1983 a difficult year 
for Grace’s Natural Resources Group 
(NRG). Sales of $551 million were 31 
percent below 1982, while operating in- 
come after taxes totaled $22.7 million, a 
decline of 79 percent. 

Based on its proved oil and natural 
gas reserves, NRG ranks among the top 
15 independent oil and gas producers 
in the United States. NRG is also the 
nation’s largest land-based drilling con- 
tractor (with 110 rigs), provides com- 
pletion and well workover services in the 
Gulf of Mexico and is a major supplier 
of other energy-related products and 
specialized services. In coal, the Natu- 
ral Resources Group has a 50 percent 
interest in the largest surface mine in 
Colorado and has additional mining in- 
terests in Virginia, Kentucky and 
West Virginia. 

The outlook for 1984 calls for gradual 
improvement in the supply-demand bal- 
ance and possible firming of prices for 
energy services as the year progresses. 
While no sudden pickup is expected, 
earnings from this sector of the Com- 
pany’s business should increase in the 
year ahead. 


Coal carrier's tire circumscribes a mining 
engineers’ conference. 


Energy—Retrospect 
And Outlook 


Since 1973 the price of oil has increased 
tenfold, after more than 20 years of vir- 
tual stability. In 1979 alone, the price of 
oil doubled to nearly $40 per barrel. 
Domestic natural gas prices, even 
though regulated in the interstate mar- 
ket, rose from an average of about 22¢ 
per thousand cubic feet (MCF) in 1973 
to 90¢ per MCF in 1978. Congress then 
passed the Natural Gas Policy Act of 
1978, which gradually deregulated gas 
prices over time for newly discovered 
gas wells between 5,000 and 15,000 feet 
in depth. Gas from wells deeper than 
15,000 feet (deep gas) was deregulated 
immediately. A drilling boom began. 

At the same time, there were similar 
increases in costs to find oil and gas. The 
demand for drilling rigs and related ser- 
vices, fueled by unprecedented future 
price expectations, outstripped capac- 
ity. Prices for drilling equipment and 
services were quickly driven up to new 
highs and peaked in early 1982. 

The industry euphoria during the late 
1970s through early 1982 was driven by 
unrealistic expectations of future en- 
ergy prices. Many predicted that in- 
creases in energy prices would continue 
at the high rates experienced during the 
previous decade. As is now known, this 
scenario did not materialize, and en- 
ergy prices softened as supply exceeded 
demand—particularly of domestic natu- 
ral gas. When prices faltered and 
dropped, the euphoric price expecta- 
tions of only a few months earlier were 
replaced by extreme pessimism. 

In addition, exploration results were 
poor, and reserves were booked at high 
costs per barrel. Deep gas prices 
dropped dramatically from an average 
of $8.75 per MCF in 1981 to $6.00 per 
MCF in 1982 and toa range of $3.40 to 
$4.50 per MCF in 1983—reflecting 
excess natural gas deliverability. Many 
projections of oil prices dropping to as 
low as $15-$20 per barrel were being 
widely touted. 


Piping network on a Gulf of Mexico rig. 


The drop in energy prices and the fear 
of further decreases caused producers 
to reduce their exploration and devel- 
opment efforts, severely affecting drill- 
ing contractors, the tool rental business 
and energy services in general. ‘‘Panic”’ 
best describes the mood in 1982 and 
much of 1983. Activity in the energy ser- 
vices industry plummeted. The number 
ofactive U.S. rotary drilling rigs dropped 
from a high of 4,530 at year-end 1981 
to a low of 1,807 in mid-April 1983. Ad- 
ditionally, the energy services industry 
became embroiled in price wars as 
companies attempted to maintain mar- 
ket share. Prices dropped to cash costs 
and below as competitors fought to sur- 
vive, causing many companies to fail. 

The industry—now in a period of 
consolidation—is regaining its equilib- 
rium. We still face a degree of uncer- 
tainty regarding coal, oil and gas. How- 
ever, there are signs of price firming. 
Drilling activity has improved gradu- 
ally since April 1983. At year-end there 
were 2,870 active U.S. rotary rigs—up 59 
percent from its low, but still well below 
the 1981 peak of 4,530. Prices and gross 
margins for equipment and services are 
still severely depressed. As rig utiliza- 
tion and rates improve, margins should 
follow suit. 

We believe that the worst is over and, 
as the economic recovery continues, the 
energy business will stabilize. While 
Grace anticipates a seasonal drop in ac- 
tivity in the first quarter of 1984, we ex- 
pect gradual improvement thereafter. 
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Colowyo Leads 
Western Mining 


Colowyo Coal Company, Colorado’s larg- 
est surface coal mine, produced three 
million tons of coal in 1983. Colowyo, 
located in the northwestern corner of 
the state, is a partnership owned equally 
by ce and The Hanna Mining Com- 
pany. Most of Colowyo’s coal is sold un- 
der long-term contracts with Central 
Power & Light of Corpus Christi, Texas, 
and the City of Colorado Springs. It also 
has a contract with Colorado-Ute Elec- 
tric Association, Inc. 

These long-term contracts have been 
instrumental in Colowyo’s success, 
permitting uniform development and 
production rates. For the utilities, long- 
term contracts guarantee an uninter- 
rupted source of medium-BT UV, low- 
sulfur steam coal. 

Grace’s other western mining oper- 
ation, Hayden Gulch, is also a 50-50 
partnership with The Hanna Mining 
Company. In 1983 this mine, also in 
northwestern Colorado, produced over 
450,000 tons of coal, which were sold 
under contract to Celanese Chemical 
Co. In total, Grace’s western coal oper- 
ations have 125 million tons of recov- 
erable coal reserves. 

Grace’s eastern coal operations—a 
venture with Hanna and Liberty Capi- 
tal Group—consist of three properties: 
Paramont Coal Company in Wise 
County, Virginia; Rapoca Energy Com- 
pany in southern Virginia and eastern 
Kentucky; and Terry Eagle Coal Com- 
pany in Nicholas and Clay Counties 
West Virginia. Grace and Hanna each 
own 47.5 percent of these operations, 
and Liberty owns five percent. The 
eastern coal operations own total re- 
serves of 168 million tons. 


The Colowyo surface mine, measuring 
nearly one square mile in area, is Colorado's 
largest coal producer. 


Drilling Mud 
Enters Partnership 
New Firm Among Top Five 


To expand its service capabilities and 
become a stronger competitor in the 
drilling fluids business, Grace’s Drilling 
Mud, Inc. (DMI) has joined with the 
Hughes Drilling Fluids division of 
Hughes Too! Co. to form a new com- 
pany. The partnership is called Hughes 
Drilling Fluids (HDF) and is owned 
equally by Grace and Hughes. The new 
company offers complete drilling mud 
services to the domestic onshore and 
offshore oil and gas industry. 

With 93 service locations in 13 
states, HDF ranks among the top five 
suppliers of drilling muds. 

Composed of various minerals and 


Grace Petroleum 
Wins Environmental 


Award 


Grace Petroleum Corporation (GPC) re- 
ceived an Outstanding Oilfield Lease 
and Facility Maintenance Award for its 
oil production operation at the Arroyo 
Grande field in San Luis Obispo 
County, California. 

The award recognizes diligence in 
complying with California's oil field 
lease and facility standards, and GPC 
was chosen because it has exceeded 
requirements, according to the state’s 
Department of Conservation. The 
criteria for the award include preserva- 
tion of plant life, cleanliness and 
aesthetic appearance. GPC is the 
first operation outside Los Angeles 
County to be so honored. 

Located 150 miles northeast of Los 
Angeles, the Arroyo Grande operation 
is involved in oil production using ter- 
tiary recovery steam techniques. With 


chemicals mixed with water or oil, 
drilling fluids or “‘muds”’ are used to 
lubricate and cool the drill bit during 
drilling, to bring pieces of rock to the 
surface and to help prevent “‘blowouts”’ 
that can occur when drillers hit pockets 
of high-pressure gas. 

Houston-based Hughes Drilling 
Fluids brings more than 40 years of ex- 
perience to the partnership and, most 
importantly, market strengths that 
complement those of DMI. Whereas 
DMt has primarily served the onshore 
drilling business, about 50 percent 
of Hughes’ drilling fluid revenues have 
been from offshore drillers. 

The partnership also provides a re- 
gional “fit.” DMI is particularly strong 
in the Rockies, midcontinent area, 
Texas and onshore California, while 
Hughes Drilling Fluids’ major markets 
are the Gulf of Mexico, southern Loui- 


this system, steam is injected into the 
ground to reduce the viscosity of heavy 
oil, which is then pumped from 142 pro- 
ducing wells situated on 1,510 acres. 


siana and offshore California. Another 
mesh is in product mixes. DMI has his- 
torically offered water-based mud and a 
traditional line of products, while 
Hughes has provided oil-based mud and 
a large number of specialty products. 

Additionally, the partnership is as- 
sured of future supplies of barite—a key 
mineral ingredient of drilling mud— 
since it has domestic barite reserves 
totaling 530,000 tons and operates two 
domestic barite processing mills. These 
resources provide a cushion against 
disruptions in barite supplies, which 
have historically been subject to 
periodic shortages. 

With its broad customer base, greater 
geographical diversity and expanded 
product line, the ‘*new’’ Hughes Drill- 
ing Fluids is poised to capture an in- 
creased share of the $1 billion domestic 
drilling fluids market. 


Grace Petroleum’s beige-colored piping 
blends with the California scenery in the 
Arroyo Grande oil field. 
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Retailing 


$ Millions 

1983 1982 
Sales $1,547 $1,325 
Operating income 30.8 23.3 
Overview 
Sporting Goods 
Leads Rise in 
Retail Earnings 


Paced by a strong performance from 
Herman’s Sporting Goods, operating in- 
come after taxes from Grace’s Retail 
Group rose 32 percent to a record $30.8 
million. Total sales were up by 17 per- 
cent to $1.5 billion as a strengthening 
domestic economy encouraged higher 
consumer spending. 

Grace’s Retail Group is a market 
leader in home improvement centers, 
sporting goods and leather wear. Its 
Home Centers Division, made up of such 
well-known names as Channel, Handy 
Dan, Orchard Supply Hardware, 
Cashway, Angels, Handy City and House 
Works!, is the nation’s largest operator of 
regional do-it-yourself chains. Herman’s, 
with units in the Northeast, Midwest 
and mid-Atlantic regions, is the nation’s 
leading specialty retailer of sporting 
goods and sports apparel. Other com- 
ponents of Grace’s Retail Group include 
Bermans The Leather Experts, J. B. 
Robinson Jewelers and Sheplers, a \lead- 
ing regional merchandiser of leisure 
wear, western apparel and accessories. 

All told, Grace operated a total of 568 
stores at the end of 1983 in 37 states and 
Washington, D.C., including 286 home 
improvement centers, 102 Herman’s and 
180 other specialty retailing units. 

As consumer confidence continues to 
increase along with economic recovery, 
Grace’s retail activities with their strong 
regional market positions should again 
perform well in 1984. 


Home Center 
Markets Expanding 


Channel Home Centers moved aggres- 
sively into the Washington, DC., region 
in 1983 with openings in Alexandria 
and Fairfax, Virginia, and Forestville 
and New Carrollton, Maryland. 

Always a strong performer for Grace, 
Channel is making substantial inroads 
in the Washington market with stores 
about 40 percent larger than the chain’s 
average. These units pass along to cus- 
tomers Channel’s low prices achieved 
through the economies of volume pur- 
chasing. Merchandise is neatly stacked 
on seven-foot-high “‘gondolas,” and 
knowledgeable salespersons are ready 
to answer questions. 

The entry into the Washington, DC., 
market raised Channel’s year-end total 
to 98 stores located throughout the 
Northeast. Plans include future addi- 
tions in metropolitan Washington, 
Baltimore and Boston. 


Western Home Centers 

Operating in northern California, 
Orchard Supply Hardware registered a 
sales gain of 24 percent in 1983 from the 
previous year as four outlets that 
opened in 1982 contributed full-year 
sales. Orchard also recorded the largest 
year-to-year earnings increase of all 
Grace home center chains. 

In 1983 Orchard intensified its adver- 
tising program and expanded its already 
vast merchandise assortment. These 
factors, combined with the brighter 
economy, inspired many do-it-your- 
selfers to undertake postponed home 
improvement projects with materials 
from Orchard. The 18th Orchard store 
made its debut in 1983 in Milpitas, 
California. 

Grace is also represented in the 
West and Southwest by 27 Angels and 
12 Cashway/Allwoods Building Centers, 
and in the central U.S. and Sunbelt 
regions by Handy Dan, Handy City and 
House Works!, which together operated 
131 home centers at year-end. 


Grace home centers stock a wide assortment of lumber to meet the needs of do-it-yourselfers. 


Customers take advantage of bargains at 
Warehouse Club in Chicago. 


Grace Purchases 
Stake in 
Warehouse Club 


Outlet Sells Everything 
From Candy to Car Tires 


The growing popularity of warehouse 
merchandising moved Grace in October 
1983 to purchase a 50 percent interest in 
Warehouse Club, Inc. ,a Chicago-based 
retailer. 

Warehouse Club members—who have 
either “‘wholesale”’ or “‘group”’ status— 
can choose from more than 3,000 
national brands of general merchandise 
and food items. After paying a small 
membership fee, wholesale members 
buy at posted wholesale prices, saving 
up to 50 percent off retail prices. Group 
members pay no fee and purchase at five 
percent above wholesale rates. 

Now operating a 100,000-square-foot 
warehouse in metropolitan Chicago, 
Warehouse Club expects to open three 
additional outlets in 1984 as part of its 
initial expansion phase. 


Herman’s Sales 
Climb 


Minnesota Is New Market 


Herman’s Sporting Goods, the nation’s 
leading sporting goods and sports 
apparel retailer, reached a new earnings 
record in 1983. Sales were up 15 percent 
from 1982. The chain also entered the 
Minnesota market with the purchase in 
July of four stores in Minneapolis and 
one in Rochester. A sixth Minnesota 
unit opened in November. 

Herman’s expansion into Minnesota, 
coupled with the addition of units in 


Stamford, Connecticut, and Hawthorne, 


Illinois, brought the total number of 
store locations to 102 by year-end 1983. 

The entry into Minnesota marks the 
first major new market for Herman’s 
since 1980, when it began a consoli- 
dation phase to improve the profitability 
and operations of existing stores. 

Grace is considering the public offer- 
ing of a minority interest in Herman’s 


Herman’s sales clerk explains the features of 
one of many styles of running shoes. 


which would help finance Grace’s capi- 
tal expenditure program, while en- 
abling Grace to retain a significant 
interest in Herman’s future growth. It 
would also permit Herman’s to offer 
more flexible management incentives. 
The best-known name in sporting 
goods throughout the Northeast, 
Midwest and mid-Atlantic regions, 
Herman’s has earned its reputation 
by offering a wide selection of athletic 
equipment and apparel at competitive 
prices. As the fitness boom of recent 
years continued in 1983, Herman’s rang 
up increased sales of exercise equipment 
and active sports gear. 


Earnings Up for 
Bermans, 
J. B. Robinson 


Sheplers Improves 


After several years of restrained con- 
sumer spending, Grace’s leather goods, 
jewelry and western and leisure wear 
businesses achieved substantial sales 
and earnings gains in 1983. Further 


improvements in the results of these 
operations are expected as the economy 
continues to strengthen in 1984. 

Bermans The Leather Experts, which 
specializes in leather leisure wear for 
men and women, enjoyed a particularly 
successful year, as sales climbed 41 per- 
cent over 1982. As part of an ambitious 
expansion plan, Bermans opened 17 
new units in 1983, increasing its pene- 
tration of Midwestern markets and 
bringing the chain into upstate New 
York. At year-end, Bermans operated 
94 stores in 14 states. 

Maintaining a commitment to 
quality and value, Bermans constantly 
strives to keep pace with changing 
customer tastes by broadening its inven- 
tories to include the latest fashions, 
such as leather chaps, pants and skirts. 
At the same time, patrons can still 
count on finding a full assortment of 
handbags, vests, shearling coats and 
other traditional leather favorites. 

In 1983, Sheplers remained a domi- 
nant force in western wear, as this fash- 
ion continued to be a popular styling 
trend. Sheplers expects to see a con- 
tinued increase in sales in 1984 at its 10 
stores in Colorado, Kansas, Nebraska, 
Oklahoma and Texas, as well as addi- 
tional growth in its burgeoning mail- 
order business. 

Known as “the world’s largest west- 
ern store,” Sheplers stocks all the staples 
and trimmings needed for an authentic 
western look, as well as a line of non- 
western leisure apparel. 

J. B. Robinson Jewelers experienced a 
robust fourth quarter, which helped 
boost sales and earnings for 1983 above 
1982. New stores were added in Houston, 
Texas, and Hampton, Virginia in 1983, 
bringing the year-end number of units to 
76. Current plans include more units to 
be opened in the Sunbelt region, includ- 
ing Florida, in 1984. 

J. B. Robinson is a respected and 
trusted name in watches, gold and silver 
jewelry and precious stones—especially 
diamonds—in the Midwest, Texas, Wash- 
ington, DC., and Virginia markets. 


$ Millions 


1983 1982 
Sales $710 $634 
Operating income 9.2 8.5 
Sales and 
Earnings Grow 


Grace’s Restaurant Group sales in 1983 
reached $710 million, a 12 percent in- 
crease over 1982 results. Operating 
income was up by eight percent, to $9.2 
million, despite the short-term impact on 
profits caused by the costs of remodeling 
older restaurants. During 1983, the 
Group’s capital expenditures on con- 
version and renovation activities were 
$12 million. These programs resulted in 
increased sales and customer counts in 
1983 and improved the competitive posi- 
tion of the Company’s formats in the 
restaurant industry. 

The Restaurant Group also added new 
concepts during the year, including 
Gladstone's 4 Fish and R.J.s—The Rib 
Joint. These high-volume formats will 
be used to convert selected Grace exist- 
ing restaurants. Two such conversions 
were completed in 1983 with results 
exceeding expectations. 

The Group’s Fast Food Division also 
began a program of remodeling its De/ 
Taco Mexican restaurants, creating the 
Del Taco Mexican Cafe, which combines 
dinnerhouse quality and atmosphere 
with the economy of fast food. 7.J. 
Applebee's, an adult fast food operation 
based in Atlanta, was also acquired and 
expanded. The Fast Food Division is 
now embarking on franchising programs 
for both concepts. 

At year-end Grace operated 586 res- 
taurants nationwide, including the Far 
West Services chain of family restau- 
rants and dinnerhouses, El Torito 
Mexican dinnerhouses, Gilbert/ Rob- 
inson theme restaurants and the Fast 
Food Division units. 


Jn Gladstone’s at Newport Beach, a smiling hostess displays Florence's famous cakes. 


Newly Acquired Mor Food ’n Fun 


Offers Unique Dining 


The acquisition of Mor Food ’n Fun in 
1983 brought two new concepts into the 
Grace restaurant fold: Gladstone's 4 Fish 
and R.J.'s—The Rib Joint. These restau- 
rants draw customers with exactly what 
the name promises—more food and 
fun—and subscribe to overabundance in 
such ways as serving 12-inch slices of 
cake and oversized drinks. R.J.’s offers a 
vast salad bar. Only the freshest seafood 
is on the menu at Gladstone’s. Live en- 
tertainment often caps offan evening of 


Two Additional Units Opened 


great dining in these restaurants. In ad- 
dition to the original R.J.’s in Beverly 
Hills and Gladstone’s in Santa Monica, 
Mor Food ’n Fun opened an additional 
unit of each type in Newport Beach 
during 1983. 

With the current Mor Food ’n Fun 
units living up to Grace’s high expecta- 
tions, a third concept is scheduled to be 
launched this year, with its first loca- 
tion on the beach in Malibu, California. 
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Fast Food Division 
Launches 
New Concepts 


Aiming to fill the gap between conven- 

tional fast food and full-service restau- 
rants, the Fast Food Division added 

T. J. Applebee's during 1983 and is in the 
process of converting many of its origi- 
nal Del Taco formats into more enticing 
Del Taco Mexican Cafes. 

These efforts represent the Fast Food 
Division’s move into casual, adult 
dining, giving today’s value-conscious 
customers a more comfortable atmo- 
sphere and a broader menu—all at fast 
food prices. 

Located in greater Atlanta, T. J. 
Applebee’s appeals to adults who want 
the convenience of fast food but who 
also appreciate extras, like the avail- 


El Torito Continues 
Expansion 


Partial Public Sale to Help 
Finance Grace Growth 


The initial public offering in January 
1984 of 27 percent of E/ Torito Restau- 
rants, Inc.’s common stock raised $36 


million. The offering was made to gener- 


ate funds for Grace’s capital expendi- 
ture program and make more flexible 
management incentive programs avail- 


ability of alcoholic beverages and a cozy 
pub setting. Applebee’s has a varied 
menu, with selections ranging from 
snacks to sandwiches and seafood. 

In November 1983, Grace entered a 
franchise agreement to allow Multi 
Restaurant Concepts, Inc. to develop at 
least 13 T. J. Applebee’s in southern 
Florida within five years. 

A casual atmosphere is also offered at 
the 66 newly remodeled Del Taco 
Mexican Cafes, which have attractive, 
green-and-red awnings on the out- 
side and plants and tablecloths inside. 
The Mexican Cafes serve dishes, such as 
enchiladas, which are not available at 
traditional Del Tacos, and certain units 
in Georgia and Texas even serve beer, 
wine and the popular margarita cock- 
tail. If current test-marketing proves 
successful, Del Taco Mexican Cafes 
may soon add breakfast service and 
dessert items to their menus. 


time, the successful offering is expected 
to demonstrate the value of Grace’s 
restaurant operations to the financial 
community. 

Operating 24 units when acquired by 
Grace in 1976, by year-end 1983 El 
Torito had grown to 114 restaurants in 
response to the increasing popularity of 
Mexican dining throughout the United 
States. Plans are to continue expanding, 
with from 15 to 20 new restaurants 
expected to open in 1984. 

With restaurants to choose from in 
26 states and the District of Columbia, 


WY isto ye 


of 
ELTORITO 


able for El Torito personnel. At the same 


The friendly cocktail bar at R.J.s—The Rib Joint in Beverly Hills. 


Del Taco units are being remodeled to 
combine the best of fast food and 
full-service dining. 


El Torito’s patrons enjoy the Mexican- 
style decor, which features stucco walls, 
arches and fountains, and a broad menu 
that offers many specialties as well as 
more traditional dishes like enchiladas, 
tacos and burritos. 

El Torito’s other Mexican-style res- 
taurants operate under the names 
Tequila Willie’s, La Fiesta, Annie’s Santa 
Fe, Who-Song & Larry's Cantina, Que 
Pasa, Rosa Corona and Chubasco. (n ad- 
dition, El Torito offers five specialty 
restaurants which feature higher-priced 
Mexican and continental cuisine served 
in elegant surroundings. 


General 


Business 
$ Millions 

1983 1982 
Sales $651 $637 
Operating income 24.3 28.1 
Overview 
Drop in Cocoa 
Profits Shaves 
Group Earnings 


Operating income from Grace’s General 
Business Group fell 13 percent in 1983 
to $24.3 million. Group units realized 
increased operating results over 1982 
with the major exception of the Cocoa 
Products Division , which declined be- 
cause of adverse foreign exchange trans- 
lation costs and higher cocoa bean 
prices leading to lower gross margins. 
In 1982, the Group’s operating income 
included $3.2 million of nonrecurring 
gains from real estate disposals and 
insurance settlements. Eliminating 
these gains from 1982 earnings, the 
Group’s after-tax profits declined just 
two percent in 1983. 

With niche positions in selected in- 
dustries, most units within the General 
Business Group are market leaders with 


superior technical and managerial skills. 


Cacaofabriek de Zaan, for example, 
is a world pacesetter in cocoa bean pro- 
cessing, and recently completed a new 
roasting and grinding facility at its home 
base in the Netherlands. Ambrosia 
Chocolate Company is a leading U.S. 
producer of cookie drops and chocolate 
coatings. Baker & Taylor is the nation’s 
largest wholesaler of books to libraries 
and retail bookstores, and American 
Breeders Service is the leader in 
artificial insemination of dairy and beef 
cattle. Other components of the General 
Business Group are Bekaert Textiles in 
Belgium, the world’s foremost jacquard 
weaving complex, and Grace Distribution 
Services, Inc. one of this nation’s big- 
gest private trucking fleets. 
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B&T Pioneers 
Electronic 
Book Ordering 


Innovation Is Hallmark of Success 


As we move further into the electronic 
age, Baker & Taylor (B&T)—the largest 
U.S. book wholesaler—offers technolo- 
gies that help libraries increase efficiency 
and save time, which in turn save money. 
The popularity of its electronic book- 
ordering systems and a continuation of 
last year’s internal productivity push 
contributed to improved return on 
capital and another record profit year. 

Numerous major U.S. libraries are 
tied into Baker & Taylor’s Libris book- 
ordering system. At desktop terminals, 
Libris users can access complete biblio- 
graphic data on almost 800,000 titles 
and send orders electronically to one 
of B&T’s four distribution centers. 

In 1983, the number of Libris users grew 
by 50 percent. 

In addition to eliminating time-con- 
suming manual preparation of orders, 
Libris speeds the library’s receiving 
process by electronically transmitting 
invoices and automatically verifying 
receipts. The system can also be used to 
track library book budgets, supplying 
reports on how money was spent, what 
was purchased and what funds remain. 

In September, B&T launched 
BaTaPHONE for small to mid-sized 
libraries seeking similar efficiencies. 
The librarian enters a book’s title num- 
bers into a portable, hand-held BaTa- 
PHONE unit and transmits the order 
over the telephone via a toll-free B&T 
number. The next day, B&T sends an 
order-confirmation document. Over 
300 libraries are already using the 
BaTaPHONE system. 

Yet another automated service came 
on-line this year when the Washington 
Library Network (WLN), an indepen- 
dent library group, hooked up with BAT. 
Now academic libraries on the West 
Coast can transmit orders electronically 
to B&T using WLN’s data base. 


ABS Turns In Strong 
Performance 
‘Superbulls’ Produce Results 


With 1983 profits at near-record levels, 
American Breeders Service (ABS)—the 
leader in artificial insemination of cat- 
tle—continues to be a “‘super”’ business 
for Grace. Helping dairymen upgrade 
their herds through genetic improve- 
ments, the success of ABS can be attrib- 
uted to a continuing pursuit of ways to 
advance the science of breeding and, of 
course, to its prized ‘‘superbulls,”’ such 
as S-W-D Valiant, a 2,700-pound 
Holstein bull. 

Valiant has a well-earned reputation 
of siring superior cows. His progeny give 
an average of 1,311 pounds, or 610 quarts 
more of milk per year than the typical 
U.S. Holstein. Also, the milk produced 
by his daughters has an improved com- 
position, including higher protein 
content. For such performance, dairy- 
men pay a top price of $125 per unit 
of Valiant’s semen, and his calves have 
sold for as much as $160,000. 

It takes at least four years for genetic 
ability such as Valiant’s to be proven 
through ABS’s rigorous Progeny Testing 
Program. Pioneered by ABS, this pro- 
gram tracks the milk production of a 
bull’s offspring—the only true measure 
of the sire’s genetic traits. ABS’s main 
dairy barn, the “Holstein Hilton”’ in 
DeForest, Wisconsin, houses 64 such 
“‘superbulls” in a rigidly controlled, 
hygienic environment. 

More than 65 percent of all dairy 
cows in the United States are artificially 
inseminated. Of these, about one-fourth 
receive semen from one of American 
Breeders Service's 765 bulls. 

Through a contract with the Univer- 
sity of Wisconsin, ABS is currently 
researching bovine embryo transplant 
technology. The goal is to help geneti- 
cally improve future generations of 
livestock and ultimately increase—and 
make more efficient—the world’s food 
production. 


Bekaert Textiles 
Modernizes 
Production Facilities 


Before nonrecurring items, 1983 oper- 
ating results of Bekaert Textiles, NV. 

rose from the 1982 level. Bekaert’s seven 
plants, which are located in the prov- 
ince of West Flanders, Belgium, produce 
mattress ticking, velvet upholstery, drap- 
ery fabrics and textile wall coverings. 
The unit is the world’s largest producer 
of mattress ticking woven on jacquard 
looms, which produce damask fabric 

for high-quality mattresses. 

At Bekaert’s headquarters manufac- 
turing plant in Waregem, Belgium, a 
new spinning operation was brought on- 
line in 1983. It will enable the company 
to supply almost 60 percent of its spun 
rayon yarn requirements internally, 


compared to about 43 percent previously. 


This increase in self-sourcing will help 
Bekaert reduce its production costs. 
Another improvement currently under 
way at the Waregem plant consists of a 
$19 million loom modernization for its 
mattress ticking operations. In the first 
two stages of this program, Bekaert is 
replacing the capacity of 308 old looms 
with 192 improved, faster units. The new 
jacquard looms use mechanical arms 
rather than shuttles to weave horizontal 
through vertical yarns. This innovation 
speeds up the weaving rate of “‘passes”’ 
or picks per minute by 69 percent. The 
new looms have also improved product 
quality because they can weave superior 
multicolor patterns and are more ver- 
satile than the shuttle looms. The first 
stages of this modernization are expect- 
ed to be completed in late 1984. The 
final stage to replace the production 
capacity of another 154 shuttle looms 
is planned for late 1984 and 1985. 
Improvements such as these will en- 
able Bekaert to maintain its leadership 
position in the competitive European 
textile environment. 


Cocoa Products 
Ups Capacity 


New Markets Explored 


A new cocoa bean roasting and grinding 
facility placed on-line in June boosted 
the capacity of Cacaofabriek de Zaan 

by 12 percent. 

Located at Koog aan de Zaan, Hol- 
land, near Amsterdam, de Zaan can 
process 66,000 metric tons of cocoa 
beans each year, making it one of the 
biggest facilities of its kind in the world. 

A unique feature of the new roasting 
and grinding facility is the advanced 
design of the automated process, which 
enables the entire plant to be run by two 
employees. In addition to minimizing 
labor costs, automation has made it 
possible for de Zaan to tighten already- 
strict quality controls that have earned 
the company a worldwide reputation as 
a premier cocoa bean processor. 

Beans from all over the world are 
shipped to de Zaan where they are pro- 
cessed into cocoa “‘liquor”’ and cocoa 


butter—sold to makers of fine choco- 
late—and cocoa powder—used to lend 
flavor and color to just about every 
chocolaty food. 

Whereas de Zaan specializes in cocoa 
butter and cocoa powder, Ambrosia 
Chocolate Company (also part of the 
Cocoa Products Division) is the leading 
US. supplier of high-quality chocolate 
coatings and drops to the bakery and 
confectionery industries. Ambrosia’s ca- 
pacity program is focused upon the 
growing popularity of chocolate chips 
in cookies and ice cream, and as a bak- 
ing ingredient. Ambrosia increased its 
cookie drop production capacity at both 
its Milwaukee and Newark plant 
locations and has also launched a pro- 
gram to become a leading supplier of 
private label cookie drops to super- 
market chains. 

The products of the combined tech- 
nology of de Zaan and Ambrosia form 
the basis of a new blending facility 
opened in Milwaukee in 1983. It will 
produce cocoa powder to reach new seg- 
ments of the U.S. market. 


Ambrosia produces 100,000 of these 10-pound chocolate bars each month. 


Corporate 
Long-Range Planning 
Is Theme of 

New Ad Campaign 


A Grace advertisement is headlined 
“American business is always looking 
toward the future. Unfortunately, that 
means 3 months from now.’ The ad 
contends that America can no longer 
sacrifice its future on the altar of short- 
term thinking, and that we need to 
consider ways to create a coalition of 
business, labor, government and educa- 
tors to achieve our nation’s long-range 
goals. Another advertisement contends 
that to satisfy an appetite for short-term 
rewards, America has slowed down 
investment in tools and equipment, cap- 
ital spending and research. 

Grace’s advertising for the past five 
years has focused on identifying and 
discussing issues fundamental to the 
development of the Company and the 
nation. In years past, the Company has 
supported a reduction in capital gains 
taxes and argued in favor of the Reagan 
tax proposals. On television, Grace has 
discussed the issues of productivity 
growth and long-range planning. 

Behind each of Grace’s advertising 
campaigns is the conviction that the 
public—if properly informed about the 
issues—will respond. If, for example, the 
public understands the positive impact 
of reduced capital gains taxes, it will 
call for a reduction. And it did. 

The nation’s lagging rate of produc- 
tivity was an issue which only the public 
could help solve. But, two years ago, not 
many persons were talking about that 
topic. Grace produced a television ad of 
a baseball game in Japan and argued 
that “the Japanese were beating us at 
our own game”’; that their productivity 
growth was greater than ours. The cam- 
paign became part ofa public debate on 
productivity. 

This year, Grace is talking about 
long-term planning on television, in 
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print and on radio. One radio commer- 
cial begins “‘whatever happened to the 
gold watch?” It goes on to argue that 
we’ve become a nation of “‘revolving 
door managers” which ultimately in- 
hibits long-term economic growth. 

One clear and present danger of a 60- 
second world is that we will tend not to 
pause, ponder, or take the long view; 
that we will manage our interests for the 
short run, invest for the quick return, 
put off hard economic decisions, move 
on to the next politician. 

The current campaign raises the issue 
of long-term planning in a society now 
attuned to overnight deliveries and in- 
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stant cameras. To produce these services 
takes time and requires long-term in- 
vestment in an idea. The change will not 
come quickly. 

Implicit in the message is that compa- 
nies which invest for the long run are 
those worth investing in... for the long 
run. And Grace is one of them. 

What has Grace gained from this 
kind of advertising? Public recognition 
of the Company asa responsible agent 
for change and an awareness by investors, 
employees and the public at large that 
Grace continues to stay, as it claims in 
its advertising, ‘One step ahead of a 
changing world.” 


Foundation Funds 
Youth Programs 


Rupley Scholarship Established 


Continuing a tradition of helping edu- 
cate and nurture tomorrow's leaders, 
Grace Foundation Inc. has honored its 
former chairman by establishing the 
Allen S. Rupley Scholarship Fund at 
Princeton University. Mr. Rupley, who 
died in February 1983, was alsoa 
former Grace chairman of the board, 
corporate director and devoted em- 
ployee of more than 65 years. 

A legacy of Mr. Rupley’s firm belief 
in education, the fund provides for one 
“*Rupley Scholar”’ to be chosen from 
each Princeton undergraduate class. 
Their courses of study may be in any of 
the sciences or liberal arts, and the 
University will select the recipients of 
the grants. It is the goal of the Founda- 
tion that scholarship winners uphold 
the high ideals which Mr. Rupley 
exemplified throughout his life. 

Although “‘Rup,’’ as he was affection- 
ately called by friends, never attended 
college, his self-taught wisdom was 
reflected not only in the numerous hon- 
orary degrees he was awarded but in the 
success of W. R. Grace & Co., whose 
development he greatly influenced. 
Later, as chairman of Grace Founda- 
tion, Allen Rupley made education a 
primary area of funding. 


Volunteer Efforts Aided 
To help improve education for all chil- 
dren in elementary, secondary and 
technical schools, Grace Foundation 
supports the National School Volunteer 
Program (NSVP), which works to build 
partnerships between communities 
and their schools. 

Through workshops, training ses- 
sions, conferences and other support 
programs, NSVP helps America’s 4.3 


Singer Pearl Bailey is surrounded by stu- 
dents who benefit from the National School 
Volunteer Program, partially funded by The 
Grace Foundation. 


million school volunteers increase their 
effectiveness, both in the classrooms and 
behind the scenes. Members are at work 
in 47 states, and in Canada, France, 
Mexico and the United Kingdom. 

In New York City alone, 21,000 vol- 
unteers pitch in at 578 public schools 
through the New York City School 
Volunteer Program, which the Founda- 
tion also helps to fund. Each year, these 
dedicated citizens donate 1.2 million 
hours of volunteer work, worth more 
than $6 million to the city and of incal- 
culable value to the children. 


Combating Child Abduction 
Unfortunately, many children have a 
concern even more basic than educa- 


tion—finding their families. Child abduc- 


tion is on the rise in the United States, 
with more than 250,000 children disap- 
pearing from their homes each year. A 
Foundation grantee called Child Find is 
the first group committed to combating 
this problem. 

Since its founding in 1980, Child Find 
has helped locate nearly 600 missing 
children by way ofa 24-hour toll-free 
hot line, a directory of missing children 
and a push for media attention. Equally 
important is Child Find’s campaign to 
increase awareness and prevention of 
child abduction. Its efforts range from 
speaking engagements and publications 
to the ‘“ChildFinder Kit” explaining 
prevention techniques, to involvement 
with a recent prime-time TV program 
about child abduction, during which the 


Child Find hot line was flooded with 
tips about missing children and calls 
from concerned parents. 

Established in 1961, Grace Founda- 
tion serves as a separate philanthropic 
entity for U.S. contributions requested 
of W.R. Grace & Co., which provides 
funds to the Foundation annually. Its 
objective is to assist programs and insti- 
tutions involved in education, health, 
science, social welfare, urban and 
minority affairs and cultural activities, 
especially those that serve regions 
in which Grace and its subsidiaries 
conduct business. 


Committee on Corporate Responsibility 
Under the direction of the Board Com- 
mittee on Corporate Responsibility 
chaired by Henry G. Parks, Jr. and 
composed of John D. J. Moore, Grace 
Sloane Vance and David L. Yunich, the 
Company strives to fulfill its public 
responsibilities in other ways as well. 
These include the loan of executives 
to public agencies, participation on 
community boards, neighborhood vol- 
unteerism and direct support of local 
charities. The Committee also promotes 
national and international organiza- 
tions dedicated to economic develop- 
ment and employment opportunities, 
and encourages speaking out on issues 
of concern to Grace employees and 
shareholders. While the various forms 
of involvement may change, the goal of 
good corporate citizenship does not. 
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Partial Sale of Consumer Unit 
Raises Investment Capital 


Following an announcement in Sep- 
tember 1983 of Grace’s intent to sella 
minority interest in E/ Torito Restau- 
rants, Inc. ,a registration statement was 
filed with the Securities and Exchange 
Commission covering the initial public 
offering of stock, which took place in 
January 1984. 

The sale of a minority position in this 
unit will help to finance Grace’s capital 
expenditure program, while permitting 
the Company to retain a significant in- 
terest in the future growth of El Torito. 


With a portion of stock publicly held, 
El Torito will have a wider range of 
incentives, such as stock options, with 
which to attract and retain executives. 
Operating in consumer markets where 
success depends greatly on experienced 
and skilled people, the unit should 
now be in a better position to compete 
for such talent. At the same time, the 
offering should begin to demonstrate the 
inherent value of Grace’s consumer 


operations to the investment community. 


GRITO 


MEXICAN FOOD 


Grace Plan 
Now Open to 
All Investors 


New Features Added to 
Dividend Reinvestment 


Grace’s improved Dividend Reinvest- 
ment and Common Stock Purchase 
Plan makes it possible for anyone—even 
a person not presently a shareholder 
—to join and begin to build holdings of 
Grace shares. Under the new Plan, 
which is among the first of its kind, a 
non-shareholder may join with an 
initial investment of as little as $50 with 
all bank fees and brokerage commis- 
sions paid by the Company. 

Another liberalized feature is an 
increase in the ceiling on supplemental 
cash payments to the Plan, from 
$20,000 to $60,000 per year, and the 
elimination of monthly restrictions 
on such cash investments. In addition, 
as a safekeeping feature, a participant 
may now opt to have share certificates 
in his possession registered with and 
held by the Company’s transfer agent. 

A new brochure and prospectus ex- 
plain enrollment procedures, how the 
Plan works and the rights and obli- 
gations of participants. Anyone may 
request copies by writing: 

Dividend Reinvestment 

W.R. Grace & Co. 

1114 Avenue of the Americas 

New York, NY 10036 


Odd-Lot Tender Offer 

In February 1983, Grace offered, asa 
convenience to its shareholders owning 
20 or fewer shares of common stock, 
the opportunity of selling them to the 
Company. Twenty-six percent of those 
eligible took advantage of the offer, and 
2,600 individual accounts were closed, 
representing nearly 30,000 shares. 
While saving brokerage fees for partici- 
pants, the offer also resulted in small 
cost savings for Grace in administering 
these accounts. 


Presidential 
Commission Finds 
Billions in Potential 
Government Savings 


Final Report Submitted 
To President Reagan 


Ina series of 47 reports containing a 
total of 2,478 recommendations, the 
President’s Private Sector Survey on 
Cost Control in the Federal Govern- 
ment identified $424.4 billion in poten- 
tial government savings and revenue 
enhancement opportunities over a 
three-year period. An additional $66 
billion could be realized through one- 
time cash accelerations. 

The Survey, headed by Chairman 
J. Peter Grace, spent nearly two years 
examining the operations and manage- 
ment of federal agencies and programs. 
Unprecedented in its magnitude and 
scope, the effort was directed by a 161- 
member Executive Committee, which 
included the heads of some of the 
nation’s largest corporations, and was 
carried out by a total of over 2,000 
private sector volunteers. Funding was 
provided by more than 850 companies, 
foundations and individuals, who 
together donated over $75 million in 
time, money and materials. 

“What we found is just the tip of the 
iceberg,”’ stated Mr. Grace in comment- 
ing on the potential government savings. 
“If present trends continue, we will have 
an annual deficit in this country of 
almost $400 billion by 1990 and nearly 
$2 trillion by the year 2000. Such 
numbers spell economic disaster unless 
something is done to control govern- 
ment spending.” 

Among the Survey’s major recom- 
mendations are reform of the military 
and civil service retirement systems 
(estimated savings: $58.1 billion); the 
“privatization,” or turning over to the 
private sector, of the Federal Power 


Marketing Administrations and military 


commissaries ($22.3 billion); and 
improved inventory management and 
use of standard parts in the Department 
of Defense ($13.4 billion). 

About 70 percent of the Survey’s rec- 
ommendations require Congressional 
approval. The remaining 30 percent can 
be implemented by Executive Order 
or at the direction of the agency head. 

A number of proposals in the latter 
category have already been adopted. 

“But the onus clearly rests on the 
Congress,”’ stated Mr. Grace. ““We have 
the full backing of the White House,’’ he 


continued, “but without an outpouring 
of support from the American people, 
the Congress is unlikely to take action.”’ 

In a White House ceremony on 
January 16, 1984, Mr. Grace presented 
the Survey’s Final Report to President 
Reagan. In accepting the Report, the 
President commented that the Grace 
Commission gave ‘‘a warning for the 
future. But you have also presented us 
with a program for action... lifting the 
economic burden already carried by mil- 
lions of Americans who are overtaxed 
and overregulated by government.” 


President Reagan pledges ‘aggressive action”’ on the Grace Commission's proposals to curb 
federal spending (J. Peter Grace, chairman, seated at right) 
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Financial and Statistical Review 


Planning for an ‘Ever-Changing’ World 


Terrence D. Daniels is a Grace executive vice president and group executive of the General 
Development Group. The following is an excerpt of a recent interview with him. 


What is Grace’s overall strategy? 


Our principal strategy today is to build more aggressively on our specialty industrial businesses. 
This is predicated on the belief that our safest route to consistent earnings performance with high 
returns on investment is in specialty industrial activities, such as specialty chemicals. These 
businesses tend to be proprietary, have a technical service and high value-added component, which 
is of low cost relative to its importance in the end product. These are areas where Grace has a 
proven record of success and a strong management and cultural foundation. 


How have your commodity businesses been affected by this strategic thinking? 


We're a large company with a good earnings track record. We've found, however, that we have a 
disproportionate amount of our capital invested in commodity-related areas. Over time, they have 
shown attractive rates of return but, due to their cyclical nature, they can’t provide predictable or 
consistent year-to-year earnings growth. If our objective is to provide steady year-to-year growth, 
then we have to alter the mix so that less of our assets are tied to asset-intensive or commodity-re- 
lated businesses. However, this doesn’t mean we should divest these businesses. They can continue 
to provide an attractive cash flow and, over the business cycle, an attractive return on investment. 


How would you respond to criticism from Wall Street that Grace might be a “‘better company” if it 
were to narrow its businesses to one or two? 


If we had a business that could grow indefinitely and as fast as we had the capability of providing 
the proper management, I would agree. However, there are very few businesses that have this 
characteristic. At some point, a corporation has to diversify to perpetuate its life cycle. In my 
opinion, the top priority in this kind of effort is to go into businesses that are compatible and have 
management characteristics in common with your present businesses. Our specialty chemicals 
business is a case in point as it is highly diversified. Also, in 1950 Grace wasn’t in chemicals; now, 
they represent the Company’s core asset. Fortunately, we bought very good businesses with very 
good management, and then we let them mature. If you look at the top 100 industrial corporations 
50 years ago, you'll see that roughly half are no longer in that grouping or, in some cases, even in 
existence. The things we do today will determine where Grace will be in the future. 


Why is strategic planning necessary? 


Anyone who runs a business does strategic planning, be it consciously or not. The key is to produce 
the intended results, a prerequisite to remaining a viable and growing entity. The interesting thing 
about strategic planning is that if you don’t do a good job you probably won't know it for a number 
of years—when it’s either too late or the problem will take too long to correct. This contrasts with 
operational errors, which are readily identifiable and can be repaired over the short term. Opera- 
tional mistakes generally won't kill you, but strategic errors can. 

In my opinion, strategic planning has four key components: first, you must understand the 
current environment (demographics, competition, socio-economics), how that environment 
is likely to change in the future, and how the change will affect a business both favorably and 
unfavorably. Second, you need to set realistic objectives, with the emphasis on “realistic” Third, 
you must choose the right strategies to reach those objectives. Last, you must execute the strategies 
with actions to achieve the desired results. This is 80% of the job; the other 20% is the conceptual- 
ization. It is important that the objectives and strategies you choose relate to your organization’s 
culture and its ability to implement the plan. A fifth component could be added: you've got to be 
lucky, too. 


Do you have any special advice for managers? 


All managers should ask themselves: “Are we going in the right direction? What’s happening—and 
likely to happen—over the ensuing years? How may this affect us? Should we change our approach?” 
You can only deal successfully with problems if you’re prepared. The key is to have an active plan 
rather than a reactive one. Then your chances of success will be greater. 
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Worldwide Operations (1982 and 198] reclassified and restated) 
The following table provides a geographic breakdown of sales and operating income (loss) after 
taxes by Operating Group for 1983, 1982 and 1981: 


Operating Income 
Sales (Loss) after Taxes 
($ millions) 1983 1982 1981 1983 1982 1981 
Sales 1983 United States /Canada 
Chemical 
ie Specialiticaprs chore $1,289 $1,189 $1,136 $113.0 $109.8 $ 95.9 
ss Agricultural............ 582 539 629 15.8 21.3 43.8 
Natural Resources ........ 507 750 896 16.8 104.1 169.2 
Consumer 
ROAM a cratnacaiancwccs 1,547 1,325 1,206 30.8 23.3 22.5 
Restaurant : 710 634 598 9.2 8.5 2.5 
General Business 448 420 409 14.7 14.4 13.2 
Total United States/ 
NCATE test =e ise ware 5,083 4,857 4,874 200.3 281.4 347.1 
Europe 
Chemical 
Specialty « ciccsccecsi.ca0 616 631 658 35.0 29.6 42.2 
Natural Resources . te _ _ _ 4 (.8) (5 
General Business ......... 198 213 224 9.0 12.0 9.1 
Other Europe Total Burope : 2. ren ns 814 844 882 44.4 40.8 50.8 
5% 13% 
Operating Income after Taxes 1983 Latin America, Far East 
and Other Areas 
coon Chemical 
SDOCHMMEY) ose sive see nies 200 205 206 25.6 26.8 22.8 
Agricultural. .... 73 58 55 6.6 11.2 13.6 
Natural Resources .. . F 44 46 93 5:5 y Pe) 1333 
General Business ......... 5 4 ca 6 ile f 3 
Total Latin America, 
Far East and Other Areas . 322 313 361 38.3 47.2 50.0 
Total Operations.......... 6,219 6,014 6,117 283.0 369.4 447.9 
Divested Businesses’) é _ 112 425 - 2.5 25.0 
MRR ites se - $6,219 $6,126 $6,542 $283.0 $371.9 $472.9 


Grace's net investment in operations outside of the United States was $4890 million in 1983, $4907 
million in 1982 and $4973 million in 1981, a decrease of $17 million or .3% in 1983 versus 1982 and a 
decrease of $6.6 million or 1.3% in 1982 versus 1981. 


Other Europe 
13% 16% 


() Operating income (loss) after taxes is computed before gains (losses) on disposal of businesses, the 1982 gain on the 
restructuring of Chemed Corporation, foreign currency effects related to Financial Accounting Standard No. 8 in 1981, and 
allocation of corporate research, general corporate overhead, general corporate interest and interest on debt of certain 
domestic subsidiaries. For this table, taxes are computed substantially on a separate return basis for each subsidiary and 
division of Grace and, in the case of each U.S. subsidiary and division, benefits for all generated investment tax credits and 
operating losses, if any, are recognized currently, 


(2) Represents sales and operating income after taxes of divested businesses and Chemed Corporation excluding its 
Dearborn Group. 
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The Business Plan As a Management Tool 


John F Spellman is a Grace executive vice president and chief financial officer. 
The following is an excerpt of a recent interview with him. 


Is the Business Plan related to the Strategic Plan? What period of time does it cover? 


The long-term Strategic Plan and the detailed Business Plan—or “Budget” as it is more commonly 
known—are interwoven. At Grace, we use the Business Plan as a management tool to measure and 
predict changes in the operations of our diverse mix of businesses, to capitalize on investment 
opportunities, and to control cash flow. After the Strategic Planning meetings have been concluded 
each summer, preparation of the Business Plan begins. The Business Plan, which covers a five-year 
period, represents a compilation of short-term tactics that are complementary to and consistent 
with the Strategic Plan. 


How is the Business Plan prepared? 


Each of our Operating Groups is responsible for the preparation of its own Business Plan. 
Instructions are given to the Groups to ensure the comparability of data presentation and the 
integrity of historical data bases. We also provide forecasts of a variety of economic barometers 
including inflation and exchange rates by country and other key information designed to provide a 
perspective of the expected economic environment in which our businesses will be operating. The 
Grace Business Plan is generally built from the bottom up; that is, from the smallest business unit, 
whether it is a product line, a store or a restaurant, through the respective Operating Group up to 
the corporate level. 


What kind of data are used in preparing the Business Plan? 


Each Business Plan contains forecasts of physical volume, selling prices, production costs and 
other measures of activity to which dollar values are assigned. These forecasts ultimately translate 
into projected statements of income, balance sheets and statements of sources and uses of funds for 
each of the five years covered by the Business Plan. 

Reviews of the Business Plans are very comprehensive. Corporate reviewers question the Oper- 
ating Groups on such matters as growth rates, the competitive environment, capital investment 
plans and similar matters which are important to the Plan's credibility. 


How does Grace control capital spending by the Operating Groups? 


At Grace, the Financial Services Group functions as a central bank. A highly developed cash 
management system is used to control the cash flow of domestic operations. Cash receipts 
are concentrated at corporate headquarters and used to repay short-term borrowings or are 
temporarily invested. 

Substantial capital expenditures must be justified individually and by separate written 
presentation. The approval of corporate management or, in some cases, the Board of Directors is 
required before the expenditure can be made. Grace's diverse businessses require flexibility to take 
advantage of unbudgeted investment opportunities as they arise. 


When are actual results compared with the Budget? How does management react? 


Timely financial reporting is the most important link in the business planning chain. Every 
month, each of Grace's business units submits to corporate headquarters comprehensive financial 
reports detailing the variances of actual operating results and financial condition versus the 
Budget. These statements are thoroughly analyzed in a report prepared by the chief operating 
officer of each Group. The reports are used as the bases for monthly meetings between senior 
corporate operating and financial management and Operating Group executives. 

Despite the regimen that the Grace Business Plan provides, budgets represent estimates of 
future performance prepared by prudent businessmen. None of us is a perfect forecaster and 
deviations from budget occur. As an example, during 1983, results of the Natural Resources Group 
fell below expectations largely from an oversupply of oil and gas in a recessionary environment. 
Capital expenditures in the Natural Resources Group were reduced by over $150 million from the 
1982 level and by over 33% from the level originally budgeted. In this way, management used the 
business planning process to adjust to changes in operating conditions, to preserve cash flow and to 
protect the balance sheet. 

While budgets and forecasts are imperfect at best, the business planning process helps manage- 
ment pay attention to the many important details required to operate successfully in diverse 
business lines in more than 40 countries around the world. 


31 


W. R. Grace & Co. 1983 Annual Report 


Earnings per Common Share Comparative Quarterly Earnings 
The following table shows net income and earnings per share by quarter, as restated, for the 
five-year 1979-1983 period: 


Net Income (5 millions) Earnings per Share 
First Second Third Fourth First Second Third Fourth 
uarter Quarter Quarter Quarter Total Quarter Quarter Quarter Quarter Total 
1979 $ 58.1 $ 62.0 $45.1 $66.7$231.9 $1.25 $1.33 $ .97 $1.41 $4.96 
1980 66.5 84.6 69.6 68.5 289.2 1.40 1.77 1.45 1.43 6.05 
1981 83.6 100.4 98.3 82.9 365.2 1.73 2.08 2.03 1.74, “7355 


1982 144.3 77.0 44.4 54.1 319.8 2.98 1.58 92 1.11 6.59 
1983 33.1 40.5 28.1 58.0 159.7 68 .83 58 1193.28 
Key Financial Ratios—Five Years 1983 1982 1981 1980 1979 
Income Statement 
% Pretax, pre-interest income to sales........ 7.0% 9.9% 10.4% 10.4% 10.0% 
% Income taxes to pretax income ........... 39.5 34.8 33.9 42.3 45.8 
Balance Sheet 
DeDeratid 6 seracs cae es 38.2% 37.0% 39.5% 37.8% 34.1% 
% Total debt to total capital 40.8 40.1 42.9 42.5 40.4 
Current assets/current liabilities............ 1.6x 1.7x 1.6x 1/5x 1,6x 
Profitability 
% Operating income tosales ............... 4.5% 6.1% 7.2% 6.3% 5.7% 
% Return on total capital 6.8 11.8 15.3 13.9 12.4 
% Return on shareholders’ equity........... 7.3 15.6 20.2 18.1 16.3 
Asset Turnover 
Salen/inveniaries: <¢/.).)5 <trepocnaeaale xe veers 7.0x 6.8x Tok Tix 7.1x 
Sales/receivables. . . 4 OS 8.5 8.3 8.2 For 
SAIRG OAL AEROS 5 eat sn cucele a leatvreieis 1.2 1.2 1.4 Es FS] 
Cash Flow 
% Cash flow to total debt. .. 30.0% 40.4% 40.0% 41.9% 38.6% 
% Dividends to cash flow Pree} 22.0 18.6 18.0 20.8 
% Dividends to net income. 85.3 40.9 32.1 35:5 38.0 
Common Stock 
NRE RE SNL oe aio. fax aynde nips de Smvesantecuayiacaes 6.0% 7.0% 5.7% 3.9% 5.2% 
Year-end pricefearnings. i.:...00.. 2.650255 13.8x 5.8x 6.1x 9.8x 8.2x 
Year-end price/book value................. 1.0 8 1.1 1.6 1.2 


Employment There were approximately 78,500 full-time Grace employees at the end of 1983, compared with 
74,600 at the end of 1982 and 82,500 at the end of 1981. They were distributed as follows: 


(Rounded to hundreds) 1983 1982 1981 
United States/Canada_ Chemical..................... 16,100 15,800 16,500 
Natural Resources. ............. 4,600 4,400 6,700 

Consiiier cea icksc Sas 41,600 37,900 37,500 


2,600 2,600 2,600 

800 800 800 
7,900 8,000 8,000 
2,000 2,000 2,000 


General Business.......... 
Corporate Headquarters .. . 
Europe. Chemical. .........5..... 
General Business.......... 


Latin America, Far East Chemical..................... 2,800 3,000 3,000 
& Other Areas General Business. 100 100 100 

Total Operations .. 78,500 74,600 77,200 

Divested Businesses* ........... —_ a 5,300 

MOEN carte cst ter edit, Ws. rkece nies 78,500 74,600 82,500 


“Represents divested businesses and Chemed Corporation excluding its Dearborn Group. 


Total employment costs for both full- and part-time employees , including salaries, wages, 
benefits and social security taxes, paid by Grace, were $1.5 billion in 1983 and 1982 compared 
with $1.6 billion in 1981. 
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Capital Expenditures, Net Fixed Assets, and Depreciation, 
Depletion and Lease Amortization (1982 and 198) reclassified and restated) 


Depreciation, 
Capital Net Depletion and 
Expenditures Fixed Assets Lease Amortization 
($ millions) 1983 1982 1981 1983 1982 1981 1983 1982 1981 
By Operating Group 
Chemical 
Specialty ........ 6: $119 $128 $118 $ 584 $ 553 $ 535 $62 $61 $ 58 
Agricultural........ 8 34 40 223 214 211 28 25 27 
Natural Resources .... 86 237 338 1,047 1,091 961 95 97 79 
Consumer 
Retailing.......... 42 53 44 309 321 303 26 25 22 
Restaurant ae 55 49 66 371 364 365 39 36 32 
General Business ..... 24 26 12 82 76 63 12 9 9 
Total Operations...... 334 527 618 2,616 2,619 2,438 262 253 227 
General Corporate... . 19 32 39 99 89 68 10 8 6 
Divested Businesses” . . _ 1 8 _ 37 — 1 7 
tale -atnaveteee= $353 $560 $665 $2,715 $2,708 $2,543 $272 $262 $240 
By Geographic Location 
United States/Canada . $293 $466 $554 $2,386 $2,368 $2,167 $232 $224 $196 
Europe este espace = 29 53 57 182 206 220 23 21 22 
Latin America, Far East 
and Other Areas .... 12 8 7 48 45 51 7 8 9 
Total Operations...... 334 527 618 2,616 ~ 2619 2438 262 253°. 227 
General Corporate— 
United States....... 19 32 39 99 89 68 10 8 6 
Divested Businesses*.. — 1 8 - = 37 = 1 7 
a Te ee $353 $560 $665 $2,715 $2,708 $2,543 $272 $262 $240 


* Represents results of divested businesses and Chemed Corporation excluding its Dearborn Group. 


Major capital projects for which expenditures were made in 1983 and the actual or estimated 
completion dates and total costs thereof include: construction of a nitroparaffins plant in Deer 
Park, Texas ($50+ million, June 1984); completion ofa syloid manufacturing plant in Sao Paulo, 


Capital Expenditures/ Brazil ($4 million, December 1983); completion ofa bituthene manufacturing plant in Singapore 


Working Capital ($4 million, January 1984); construction ofa hydroprocessing catalyst manufacturing plant in 
Provided by Curtis Bay, Maryland ($4 million, June 1984); construction of a coextrusion development line at 
Operations Net Fixed Assets European Packaging Technology Center ($8 million, August 1985); and selected retail and 
($ millions) restaurant openings. 
$700 $3000 Major capital projects for which expenditures were made in 1982 included: purchase of new 
drilling rigs; completion of a diammonium phosphate plant in Bartow, Florida; construction of a 
2500 nitroparaffins plant in Deer Park, Texas; completion of a battery separator plant in Selestat, 


France; expansion of flexible packaging materials facilities in St. Neots, England and Epernon, 
France; construction of a new syloid plant in Sao Paulo, Brazil; purchase of, exploration for and 

2000 development of oil and natural gas producing properties; and selected retail and restaurant 
openings. 


1500 ; j ; 7 , 
\ Major capital projects for which expenditures were made in 1981 included: purchase of new 


drilling rigs; construction of three organic chemical plants in Deer Park, Texas; construction of a 
300 1000 printing blanket plant in Morristown, Tennessee; construction of a molecular sieve plant in 
Valleyfield, Quebec; construction of a battery separator plant in Selestat, France; construction 


1979 1980 1981 1982 1983 7 i ; : 5 
of a diammonium phosphate plant in Bartow, Florida; purchase of, exploration for and develop- 
er wo pera ag ment of oil and natural gas producing properties; and retail and restaurant expansion programs. 
renee king Capit: 
Provided by Operations Fi F 2 2 é sane 
sommes Net Fixed Assets Grace estimates that capital expenditures in 1984 will exceed $425 million. 
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Research & Development 


Expenses 1983 


Existing Products 
46% 


Basic Research 
5% 
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New Investments 


New Products 
28% 


21% 


Research and Development 

Grace’s research and development activities are directed toward improving and expanding exist- 
ing businesses and developing new business and investment opportunities. The distribution of 
research and development expenses among the major research and development objectives are 
shown in the following table: 


New Products 
Existing & Processes NewBusiness Basic Research/ 
Products & for Existing & Investment Technical Divested 

($ millions) Processes Businesses Opportunities Information Businesses __ Total 
$17.4 $16.2 $ 3.9 $92 $4.5 $42.2 

18.8 16.0 5.5 1.6 2.9 448 

24.7 18.2 3 1.9 2.6 54.7 

27.1 17.2 14.0 2.8 A GS, 

32.3 20.1 14.5 3.8 — 170.7 


Laboratories associated with the Company’s manufacturing facilities in the United States, 
Europe and the Far East carry out most of the development aimed at supporting existing 
products and processes and much of the new product work to expand existing businesses. 


The Company’s Research Division in Columbia, Maryland is responsible for generating the 
new technologies and products needed to expand existing businesses and position Grace to 
participate in new technical business areas. Current examples of these activities include: new 
technology to enhance Grace’s position as a supplier of corrosion control and bonding materials 
to auto manufacturers in Europe and the United States; specialty chemical products to improve 
efficiency in drilling oil and gas wells; and new processes for specialty organic chemicals based 
on advances in catalysis. 


The Research Division also is the focus for the Company’s biotechnological developments. 
Programs to develop bioprocesses for specialties such as amino acids are supplemented by a 
broad spectrum of directed and long-range fundamental contracted research at leading 
universities and genetic engineering companies. 


In 1984 the Company plans to increase research spending to approximately $82 million, with 
an emphasis on expanding the Research Division’s programs in biotechnology, catalysis and 
engineering research. 


Environmental Protection 

In constructing and operating its plants, mines and other facilities, Grace makes every effort to 
comply with environmental laws and regulations. Grace had capital expenditures of approxi- 
mately $13 million, $20 million and $30 million for environmental compliance in new and 
existing plant facilities during 1983, 1982 and 1981, respectively. Environment-related capital 
expenditures are expected to be approximately $14 million in 1984 and $10 million in 1985. 
Constantly evolving environmental standards on the local, state and federal levels make it 
difficult to forecast the amounts of such expenditures in subsequent years. However, they are 
expected to average approximately $10 million per year in 1986 through 1988. 


1983 Acquisitions 

In March 1983, the Company issued 242,361 shares of common stock as consideration in the 
acquisition of Diamonite Products Manufacturing, Inc., a specialty chemical company, which 
was accounted for as a pooling of interests. 


In addition, during the year Grace acquired the following two specialty chemical companies 
and two restaurant companies, which for accounting purposes have been treated as purchases: 
Amicon Corporation (March) and S. H. Mack and Company, Inc. (July)—specialty chemicals; 
and T. J. Applebee's, Inc. (April) and Mor Food ’n Fun, Inc. (May)—restaurants. 
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Research: Foundation of the Future 


Dr F Peter Boer is a Grace vice president and president of its Research Division, headquartered 
in Columbia, Maryland. The following is an excerpt of a recent interview with him. 


What are the Research Division’s overall R&D objectives? 


About half of our effort is aimed at developing new product lines. ‘‘New”’ means areas where 
Grace has little or no current business activity; an example would be biotechnology. Most of the 
remainder of our effort is dedicated to extending the product lines of existing Grace businesses, 
especially those in specialty chemicals. 


How are the areas of focus selected? 


We cast a very broad net in considering areas for new programs. Inputs from marketing are a key 
source, as are suggestions regarding promising new technologies from our own scientists and those 
in the university community. Once the areas of opportunity are identified, we make a careful 
effort to select the programs which best fit Grace’s capabilities and interests. We also work in 
coordination with Grace's specialty chemical and other units to support their business develop- 
ment strategies. This approach is bringing us into some very exciting areas, including biotechno- 
logical products for the human and animal health fields, new types of catalysts for producing fuels 
and chemicals, electronics materials, technical ceramics, membrane science, chromatographic 
media and electrochemistry. 


Are any particular research areas or approaches being specifically avoided? 


Not categorically, but in general we steer away from commodity chemicals and prescription 
pharmaceuticals and concentrate our research in major areas such as biotechnology, catalysis and 
engineering research. Partly as a result of recent acquisitions, we are currently considering adding 
one or two new areas to this list. 


How successful has Grace’s R&D effort been up to now? 


Historically, about a third of Grace’s specialty chemical sales have originated in the R&D labs. 
The Research Division has provided original research that has led to the development of Daramic 
battery separators, Hypol hydrophilic foams, Letterflex photopolymers and Davison automotive 
exhaust catalysts, among others. 


What is unique about Grace’s approach to R&D? 


Approximately one-fourth of the Research Division budget is being spent outside of our laborato- 
ries, at universities, at nonprofit research institutions and in joint ventures with other companies. 
Although this percentage is much higher than that of most chemical companies, our experience 
with this approach has been very positive because of the flexibility and timeliness it affords. 


Why has Grace chosen the joint venture and venture capital approaches for part of its current 
research thrusts? 


The most important reason is our desire to shorten the time required to achieve commercializa- 
tion. The joint venture approach allows us to utilize expertise and technology that could take us 
years to duplicate internally. In addition, our association with technological entrepreneurs in 
venture capital projects gives us a unique and valuable window on new developments. 


How much time is likely to be needed before R&D being done now is commercialized? 


The time span varies considerably. We have some important programs, notably in biotechnology 
and catalysis, where the payout may be 10-15 years away. On the other hand, about a third of our 
research is already in the development phase where commercialization is expected in a one-to- 
three-year period. 


What's the bottom-line potential of current R&D efforts five years out? Ten years out? 


We do make an effort to estimate this potential, but these projections, by their very nature, are 
speculative and imprecise. From current programs at the Research Division, we would target to 
generate about $15 million in annual after-tax profits within five years, growing to $100 million ina 
10-15 year time frame. 
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Operating Group _ Business Area Market Divisional Identification, Representative Products & Trade Names 


Automotive 
Chemical 
Intermediates 
Construction 
Container 


Electronics 


General Industry 


Graphic Arts 

Oil & Gas 
Packaging 
Separation Science 


Water Treatment 


Production 
Oil Field Services 


Home Centers 
Specialty Stores 


Sporting Goods 


Dinnerhouses 


Mexican 
Family Restaurants 
Fast Food 


Animal Husbandry 
Book Distribution 
Cocoa Products 
Specialty Textiles 
Transportation 
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EE 


Sales by End Market 
($ millions) 


Percent Change 


Specialty Chemicals 


Percent of Total 


1981 83/82 


82/81 


1983 1982 1981 


Packaging 
Construction 
Oil and Gas 
General Industry. . 
Automotive . . 
Container 
Chemical 
Intermediates .. 
Graphic Arts 
Water Treatment . . 
Electronics. 
Separation 
Science 


Analysis of Sales Variances 
($ millions) 


Sales by Geographic Region 
($ millions) 


U.S./Canada 


Latin America, Far East 
and Other Areas 


$ 580 4.7% 
352 = (4.7) 
190 8.5 
185 6.9 
170 (.6) 
bay (a2) 


135 (6.2) 
87 21.6 
101 (3.0) 
29 42.9 


— ND 
$2,000 4.0% 


1983 Versus 1982 


—% 28.9% 28.6% 
(3.4) 15.4 16.8 
17.9 11.5 11.1 
1.6 a5 9.3 
3.5 


(3.5) 


29.0% 


(3.7) 
1.1 
(2.0) 
20.7 


= 8 = pes 
1.3% 100.0% 100.0% 100.0% 


1982 Versus 1981 


Amount 


Percent Amount Percent 


$ 87 


4.3% $ 138 6.9% 


100 5.0 13 7 


(107) 


(5.3) _(126) (6.3) 


$ 80 


4.0% $ 25 1.3% 


1983 at 1982 
1983 Exchange Rates 


1982 at 1981 


1982 Exchange Rates 1981 


$1,290 


$1,189 


$1,202 
719 


$1,136 


631 658 


205 230 206 


$2,025 


$2,151 $2,000 


Sales of specialty chemicals in 1983 were 4.0% higher than in 1982. The relatively strong U.S. 
dollar caused an unfavorable sales variance due to currency translation of $107 million (5.3%). 
Excluding this factor, 1983 sales were 9.3% ahead of 1982. Sales volume increased by 5.0%, 
reflecting strong performances in the packaging, graphic arts and oil and gas product lines. 


Packaging’s gain was due, in part, to increased orders for polyolefin films while strong demand 
for printing blankets favorably impacted the graphic arts product line. The 1983 sales figure also 
includes Amicon Corporation which was purchased in March. Generally speaking, prices kept 
pace with inflation in 1983, although the effect of higher prices was muted by the strengthening 
dollar, especially in West Germany, Italy and the United Kingdom, where Grace has significant 
business activities. 

In 1982, sales increased 1.3% over 1981 after absorbing a $126 million (6.3%) unfavorable 
variance due to currency translation, as the U.S. dollar strengthened versus European currencies. 
On aconstant 1981 dollar basis, sales increased by 7.6% largely due to prices and product mix. In 
spite of the world recessionary environment in 1982, Grace’s specialty chemical operations 
recorded a modest increase in sales volume (.7%). 


Division Headquarters 


Amicon Dearborn Chemical Organic Chemicals 


Lexington, Mass. 


Construction Products 
Cambridge, Mass. 


Cryovac 
Duncan, SC. 


Davison Chemical 
Baltimore, Md. 


Lake Zurich, Ill. 


Dewey and Almy Chemical 
Lexington, Mass. 


European Darex 
Lausanne, Switzerland 


European Technical Products 
Suresnes, France 


Lexington, Mass. 


Pacific-Interamerican 
New York, N.Y. 


Polyfibron 
Lexington, Mass. 
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~ Crop Prices Received by Farmers 


: US. Dept. of Agriculture/W.R. Grace & Co. 


Agricultural Chemicals 

Sales by End Market PercentChange _ Percent of Total 
(S millions) 1983 1982 1981 83/82 82/81 1983 1982 1981 
ROTM ZES a8 OS ott es ssside $516 $464 $544 11.2% (14.7)% 78.8% 77.7% 79.5% 
Feed & Feed Supplements Ag _133 _ 140 4.5 3:0)i 5 220-2 22.3 20.5 

Teal rae caret a teateoate $655 $597 $684 9.7% (12.7)% 100.0% 100.0% 100.0% 
Analysis of Sales Variances 1983 Versus 1982 1982 Versus 1981 
(S millions) Amount Percent Amount Percent 
PRIOR IVIER occ. atric cies sie ee seratice $(38) (6.4)% $(19) (2.8)% 
BVT eae So Oe trae A in 96 16.1 (68) (9.9) 

5 E Unamennetes roach ater oe Ser emer $58 9.7% $(87) (12.7)% 


Despite a downturn in the fertilizer market in 1983, sales volume increased in 1983 over 1982. 
This was mainly due to the start-up of new converted phosphate facilities in the fourth quarter of 
1982 which ran throughout 1983. Asa result, Grace more than doubled its sales of ammoniated 
phosphates in 1983. 

Pricing in the fertilizer industry in 1983 exhibited weakness in comparison to 1982 for all major 
product lines. Competition from foreign-produced nitrogen products and an oversupply of con- 
verted phosphates resulted in lower prices compared to 1982. In addition, U.S. crop inventory 
surpluses led to government acreage reduction programs which reduced demand for fertilizer, 
further lowering fertilizer prices. 

The downturn in sales in 1982 from 1981 resulted from lower sales volume and prices caused by 
the impact ofa worldwide recession, high U.S. interest rates, surplus U.S. grain inventories, and low 
US. net farm income. 

In 1982 versus 1981, export demand for U.S. farm products and fertilizer was reduced by a 
worldwide recession and by the increasing value of the U.S. dollar relative to foreign currencies. 
Domestic demand for fertilizer was lower in 1982 compared to 1981 asa result of surplus U.S. grain 
inventories produced by favorable crop weather and yields in the two years, which in turn caused a 
drop in U.S. crop prices. 


1983 Rated Annual Capacities 


(Product tons, except as noted) Phosphate Products 

Phosphate rock 4,300,000 
Nitrogen Products Phosphoric acid (100% P.O) 737,000 
Ammonia 1,284,000 Concentrated phosphates 1,700,000 
Urea 465,000 
Nitrogen solutions 330,000 Mixed/Blended/Fluid Fertilizers 1,520,000 
Ammonium nitrate 120,000 
Ammonium sulfate 90,000 Phosphate Rock Production 

1983 production 4,300,000 
Phosphate Rock Reserves Years of production 
Technologically minable 450,000,000 at current annual rate 100+ 


Grace’s plant operating rates in 1983 and 1982 for the key AgChem product lines were: ammonia, 
79% vs. 81%; phosphoric acid, 78% vs. 63%; and phosphate rock, 100% vs. 56%. Total fertilizer sales 
volume increased to 4.6 million product tons in 1983 from 4.1 million product tons in 1982. 


Key Industry Data* 

Demand— United States 1983 1982 1981 1980 1979 
Ammonia (000STN).. 2... 0.0.0.0 sce eee eee 12,514 12,796 14,812 16,425 15,839 
Wet-process phosacid (000 STP,O;)........... 9,115 7,980 9,183 10,100 9,645 
Phosphate rock (000ST)....... 0.0.0 cece ees 51,644 42,711 52,309 60,697 58,423 
Prices 

Ammonia, domestic, FOB U.S. Gulf ($/ST) . . . . $136 =©$129 $162 $ 136 $112 
DAP, export, FOB Tampa ($/M7)............. 181 181 193 225 193 
DAP, domestic, FOB Central Fla. ($/ST)...... . 161 160 171 195 168 
Phosphate rock, export, FOB U.S. Gulf/s/v7). . 30 34 40 36 26 
Pretax Profits— U.S. fertilizer industry ($ millions) 10 (83) 823 1,403 922 


*Sources: Demand— U.S. Depts. of Commerce and Interior/W.R. Grace & Co.; Prices—Green Markets; 
Pretax Profits—The Fertilizer Institute/W.R. Grace & Co. 
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US. Drilling Statistics 
(Index 1979=100) 


1979 1980 1981 1982 1983 


sse~=e~ Drilling Expenditures 
veers Number of Wells Drilled 
veraerom Total Footage Drilled 
Sources: Joint Association Survey/ 
WR.Grace & Co. 
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Sources: Reed Rock Bit Company 
Hughes Tool Company 
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Natural Resources 


Analysis of Sales Variances 1983 Versus 1982 1982 Versus 1981 


(8 millions) Amount Percent Amount Percent 


Price/Mix $ (92) (11.5)% $ (17) (1.7)% 
Volume. . . ses (153) (19.3) (176) (17.8) 


$(245) (30.8)% $(193) (19.5)% 


During the 1978-1981 period, sales increased at an average annual rate of 39.6%, reflecting 
growth and price increases commensurate within the industry. From 1981 to 1983, sales declined 
at an average annual rate of 25.4%, reflecting both volume declines and price reductions. Both 
periods exhibited unprecedented extremes for the energy industry. 

As energy prices and price expectations softened in early 1982, activity in exploration and 
development of oil and gas reserves was greatly curtailed. The bulk of the decline in sales in 1982 
was due to a reduction in demand (volume) for drilling and related services. 

The decline in activity continued into 1983 as the number of active U.S. rotary rigs dropped toa 
low of 1,807 in mid-April, or 60% below the 4,530 rotary rigs working at year-end 1981. Many 
companies in the energy services industry began slashing prices in hopes of putting idle equip- 
ment back to work and generating cash. These actions further weakened a very depressed 
industry. 

We believe that the industry is returning to normalcy and that the trend of deteriorating 
volume and prices should begin reversing itself in 1984 and 1985. 


Energy Services 
Grace Drilling Company—Contract drilling; 110 onshore rigs to provide drilling services used in 
the process of drilling for oil and natural gas. 


Booker Drilling Company, Inc.— Well completion and workover; 25 rigs to serve oil companies 
operating in the Gulf of Mexico. 


Hughes Drilling Fluids— A company owned 50% by Grace and 50% by Hughes Tool Company 
that provides drilling mud products and services used in the process of drilling for oil and gas; 93 
service centers in 13 states. 


Homco International, Inc.— Fishing and cutting, freepoint and back- off, tool rental, gas mea- 
surement services, rig lighting systems and drill collar manufacturing; 42 U.S. locations; five 
locations in Canada; four foreign locations. 


Rent-It Inc.— Rental and sale of construction equipment; 40 sales/service locations in six states. 


ST Services— Operates and owns bulk liquid storage facilities; 5.6 million barrel capacity; 
24 terminal locations in 17 states. 


Grace Drilling— Number of onshore rigs”. . . 
Avg. % rig utilization 
First Quarter 
Second Quarter. . 
Third Quarter. . . 
Fourth Quarter . . 
Pull Neaii andes ais 
Number of wells drilled 


Booker Drilling— Number of rigs 25 


Hughes Drilling Fluids— Number of 
service centers” 97 


Homco—Service locations” 51 45 
Rent-It— Number of sales/service locations . . 37 32 


ST Services—Commercial storage capacity 
(ilBOng Of BBS) 5 50 SOs Ween oases oe is 5.6 4.9 
Number of terminal locations 24 23 


“All data are shown on a pooled basis except Grace Drilling rigs and Homco service locations. 
© Represents 100% partnership basis. 
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Capitalized Costs Relating to Oil and Gas Producing Activities 


(8 millions) December 31, 1983 1982 
Unproved oil and gas properties 25... 6.6.0 caecscacececcvecceecs $ 36.2 $ 50.2 
Proved oil and gas properties jn. 05.54 6iceaes sawed ensue sicuaonsene 947.0 889.7 
983.2 939.9 
Accumulated depreciation, depletion, amortization 
SoMa valataOVANOWANCE ace x5 ccs seine ie Keke vv Gres nein (318.6) (269.8) 
Net capitalized costs............ PONCE a eer Mh Oe a ene $664.6 $670.1 


Costs Incurred in Oil and Gas Property Acquisition, Exploration and Development Activities 


Property 
Acquisition Costs Exploration Development 
(8 millions) Proved Unproved Costs Costs 
United States 
fy Sees ce antral etre ee eee te $25.4 $36.7 $12.5 $103.6 
| 1 SR Ny PR 42.1 22.8 39.5 62.8 
PR eng anieist artes inna Sw seton eat 1.9 3:5 11.8 63.4 
— 1 — 4 
1.8 —_ — 1 
— — — 1 
= = 4 = 
= = 6 = 
= = 9 = 
Total 
SORE Ir tenes aroha d nee $25.4 $36.8 $12.9 $104.0 
WBS a ad Uae ecelanatite airemees 43.9 22.8 40.1 62.9 
BS isp acts ez ioalas peta awe we cen 1.9 3.5 12.7 63.5 
Results of Operations for Oil and Gas Producing Activities 
United States Canada Libya Total 
(8 millions) 1983 1982 1981 1983 1982 1981 1983 1982 1981 1983 1982 1981 
Babs at ot cE $194.4 $230.3 $236.3 $2.3 $2.4 $2.1 $42.0 $43.7 $92.3 $238.7 $276.4 $330.7 
Expenses” 
Production costs, including cost of 
purchased Libyan crude oil 
in 1982 arid 198) en. ccs cee nate es 63.55 71.0 89.6 | 8 6 20: 12:7 63.3 66:7 84:5 153.5 
Exploration expenses. .............. 7.6 26.6 5.4 — = _— 9 6 4 8.5 by B57 5.8 
Depreciation, depletion, amortization 
and valuation provisions.......... 68.5 67.0 49.3 6 3 1 1 2 <i! “69:2? GTS: | 4958 
Income tax expense.............. Pe a AP 39.2 5 6 On SB 25:4 1G:9) “62:5 9$3:5 S67 
163.5: 191-7 1835 18 — £7 13 —416 389 80:7: 206.9" 232:3: 265.5 


Results of operations from producing 
ROtNTeR as ac ue aon wenie eas $ 30.9 $ 38.6 $ 52.8 $.5 $.7 $.8 $ 4 $48 $11.6 $ 31.8 $ 44.1 $ 65.2 


(These amounts do not include revenues or expenses associated with marketing operations, gas gathering operations, corporate general and administrative activities or interest. 


Income tax expense was computed using the statutory tax rate applied to the net pretax amounts, and taking into effect permanent differences, tax credits and allowances relating to oil 
and gas producing activities. 
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Standardized Measure of Discounted Future Net Cash Flows and Changes Therein Relating to Proved Oil and Gas Reserves 


United States ss Canada Libya Total: ee 

(S millions) December 31, 1983 1982, 198319821983 1982 1983 1982 
Future cash inflows............-....-. $1,959.7  $2,311.3 $ 34.5 $ 31.6 $640.0 $758.7 $2,634.2 $3,101.6 
Future production and development costs . (836.6) (1,174.7) (8.8) (7.0) (156.3) (159.4) (1,001.7) (4,341.1) 
Future income tax expense............. (354.5) _ (353.1) QL7) (10.8) __ (473.2) __ (586.3) __ (839.4) _ (950.2) 
Future netcash flows................. 768.6 783.5 14.0 13.8 10.5 13.0 793.1 810.3 
10% annual discount for estimated 

timing of future net cash flows ........ | (381.2) (338.1) (6.8) (6.9) (5.6) (6.8) (393.6) (351.8) 
Standardized measure of discounted 

future net cash flows ................ $387.4 $ 445.4 $_7.2 $6.9 $ 45 $ 62 § 3505: 3458.5 


Pursuant to the provisions of Financial Accounting Standard (““FAS’’) No. 69, “Disclosures 
about Oi] and Gas Producing Activities,” future cash inflows have been computed by applying 
year-end prices to estimated future production from estimated year-end reserves of oil, gas, 
natural gas liquids and sulfur. Future production and development costs consist of estimated 
expenditures to be incurred in developing and producing the year-end reserves, based on year- 
end costs. Future income tax expense has been computed by applying the year-end statutory tax 
rates to future pretax net cash flows, reduced by the tax basis of the properties involved. Use ofa 
10% discount rate is required by FAS No. 69. 


Grace believes that the following factors should be taken into account in reviewing the above 
information: (1) future costs and selling prices will probably differ from those required to be used 
in these calculations; (2) due to market conditions and governmental regulation, the actual 
rate of production achieved in future years may vary significantly from the rate of production 
assumed in the calculations; (3) selection of a 10% discount rate is arbitrary and may not be 
reasonable as a measure of the relative risk inherent in realizing future net oil and gas revenues: 
and (4) future net revenues from domestic and foreign reserves may be subject to different rates of 
income taxation. 


The following are the principal sources of change in the standardized measure of discounted 
future net cash flows during 1983, 1982 and 1981: 


1983 __ 1982 1981 

Sales of oil and gas produced, net of production costs. . . $(171.9) $(191.9)  $(176.7) 
Net changes in prices and production costs ........... (7.0) (133.3) 3.0 
Revisions of previous quantity estimates ............. (35.1) (22.4) 13.1 
Extensions, discoveries and improved recovery, 

lessxelated Gosts ..... 2.526 cc eee ees 18.2 30.2 32.7 
Development costs incurred during period ...... . oe 28.6 52:2 86.9 
Net change due to purchases and sales of reser ves 

oe. esas etna Ne heated pe (3.4) 2. 
Accretion of discount.........0000. 02.00.20 0000 é 45.8 51.6 
Net change in income taxes...... shenlleh asichlad “es 78.4 126.8 
i ee eae Loci teg negtacaane Sosa (12.6) (13.4) 

Total change................ $ (59.0) $ (57.6 
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Extractive Operations 


Grace Petroleum Corporation (GPC), headquartered in Oklahoma City, had total proved reserves amounting to 89 million barrels of oil and 
oi) equivalents at year-end 1983. This level of reserves placed GPC among the top !5 independent domestic oil and gas companies that report 
publicly. Among the areas in which GPC concentrates its exploration activities are the Anadarko Basinin Oklahoma, Williston Basin in 

North Dakota and Montana and the Western Overthrust Belt. 


Oil and Gas 


The 1983, 1982 and 198) estimated proved oil (including condensate, gas liquids and sulfur) and gas reserves, are shown below. The changes in 
reserves during the years described below were all in the ordinary course of business and were not otherwise significant. Oil and gas reserves 
cannot be measured exactly; accordingly, the following estimates are subject to future revision. 


United States Canada Libya 
1983 1982 1981 1983 1982 1981 1983 1982 1981 
Oil (000 Bhis) 
Proved developed and 
undeveloped reserves: 
JAMNUATY Vacs. 20 ven See ws eamatleavenncs a 48,756 56,146 $6,176 66 93 72 23,167 24,500 25,373 
Revisions of previous estimates . . . (6,177) (4,458) 2,804 67 (14) 35 _— — — 
Purchases of mineralsinplace...... 69 555 982 _ 5 
Extensions, discoveries, etc. ... 448 794 610 
Production.................. (3,633) (4,076) — (4,220) (16) (18) (14) (1,301) (1,333) (873) 
Sales of mineralsinplace.......... G19) (205) (206) 
December 3] ...00......0..0..... 39.144 48.756 56,146 117 66 93 21,866 23,167 24,500 
Proved developed reserves: : : i 
JANUALY Y oies 5 Gos. banks cee n ow d 36,862 44,191 41,987 66 _ 93 72 23,167 24,500 25,373 
December 31 ...... 30,601 36,862 44,191 117 66 93 —-21,866 23,167 24,500 
Gas (MMCF) 
Proved developed and 
undeveloped reserves: 
JADMALY coe wreiganeick avewens< 314,042 332,803 335,580 11,373 12,220 17,017 _ — _— 
Revisions of previous estimates ..... (10,180) (10,493) (1,812) (595) (1,666) (4,381) _ — _ 
Purchases of mineralsinplace...... 1,007 16,482 11,120 _ 1,802 
Extensions, discoveries, ete. ........ 7,213 10,768 25,047 _ —_— 417 _ _ _ 
Production................ sees (29,403) (34,708) (36,981) (818) (983) (833) _ _ _ 
Sales of minerals in place .......... C318) (810) q5ly = = _ => 
December 3] .................... 281,361 314,042 332,803 9,960 11,373 12,220 = = — 
Proved developed reserves: — i : 
anuaryl oe eee 283,706 295.549 291,990 11,373 12,220 16,493 — a 
December 31. opis: chs scn oe nen nod 259,592 283,706 295,549 9,960 11,373 12,220 = — = 
Total Oil and Gas (000 Bois) 
Estimated reserve position—proved 
and probable oil and oil 
equivalent barrels at December 31 
(5.8 MCF gas=1 Bol). 103,425 418,765 129,357 1,834 2,027 2,200 21,866 23,167 24,500 
Average daily production of oi! and 
oi] equivalent barrels........ 23.8 27.6 29.1 4 5 4 3.6 3.7 2.4 
Supplemental GPC Data— United States and Canada __1983 1982 1981 1980 1979 
Number of net producing wells... 000.00 c eee 1,280 1,458 1,470 1,621 1,585 
Net exploration acreage (00 Acres) 0. cece eee 584 742 962 821 790 
Average price per oi] equivalent barrel ($/Bdl) 0.0. ee cee cee ee $21.76 $21.83 $20.38 $16.48 $12.41 
Cash flow per oi] equivalent barrel of production ($/B6!).. 0.00... cece ce ee $12.88 $11.92 $12.56 $9.82 $ 7.03 
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Natural Resources: In oi! and natural gas, Grace has 1.280 net producing wells and 89 million 
barrels of proved oil equivalent reserves in the United States and Canada, Contract drilling 
operations are concentrated in the Rocky Mountain states, Oklahoma, Louisiana, Texas and 
Arkansas. Oil field services are furnished from 42 locations in the United States, 

In coal, Grace partnerships had, at year-end 1983, over 430 million tons of low-sulfur reserves 
in Colorado and three eastern states. Phosphate rock reserves in central Florida total approxi- 
mately 450 million tons, including a partnership in which Grace has a 50% interest. The main 
deposit of vermiculite ore is located in Montana. 


Oil and Gas Producing Areas Coal Reserves Contract Drilling—Areas of Concentration 


Storage and Transmission Facilities Phosphate Rock Reserves Major Geologic Provinces 


Oil Field Services and Equipment Vermiculite Ore Reserves Workover Rigs—Area of Concentration 


. Grace has additional natural resource-related operations in Canada, the North Sea region, Libva and Singapore. 
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Retailing 
Sales Selling Space 
$1600 | | | 12 
| f 
1400 | | Ito 
1200 8 
1000 6 
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Sates ($ millions) 
Selling Space (millions of sq, ft.) 


Restaurants—Employee Data 


Sales Number 
$25) f | ‘35 
i 
20 - 30 
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Sales per Employee ($000) 
Number of Employees (000) 
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Sales /S millions) 


Average Annual Growth Rate 


Number of Units—Year-End 


Average Annual Growth Rate 


Consumer 


—— 


Retailing and Restaurants —A Five-Year Summary 


Retailing* 
Home Specialty : 
Centers Stores Herman’s _ Total 
$114 $195 $ 909 
148 230 1,063 
170 244 1,206 
175 275 1,325 
205 317 1,547 
14.3% 15.8% 12.9% 14.2% 
223 96 88 407 
245 12t 92 458 
264 148 92 504 
273 162 95 530 
286 180 102 568 
6.4% 17.0% 3.8% 8.7% 


* Data are shown as if the acquired businesses were owned over the entire five-year period. 


Actual acquisition dates for units acquired after January 1, 1979 were as follows: Orchard Supply— 
January 1979, Handy Dan—March 1979 and Cashway—July 1980 (Home Centers); Bermans— 
April 1979 and J. B. Robinson Jewelers September 1979 (Specialty Stores). 


Sales ($ millions) 


Average Annual] Growth Rate 


Number of Units—Year-End 


Average Annual Growth Rate 


and 7. J. Applebee’s—April 1983 (Fast Food). 


Restaurants* 
Dinner- Family Fast 
houses Restaurants Food Total 
$139 $ 22 $ 391 
179 48 530 
183 53 606 
188 54 645 
156 57 74 
21.5% 2.9% 26.9% 16.2% 
181 190 15] 522 
226 219 174 619 
248 229 148 625 
258 214 139 611 
266 194 126 586 
10.1% 5% (4.4)% 2.9% 


* Data are shown as if the acquired businesses were owned over the entire five-year period. 
Actual acquisition dates for units acquired after January i, 1979 were as follows: 
Mor Food ’n Fun—May 1983 (Dinnerhouses); jojos—January 1980 (Family Restaurants), 


Retailing Restaurants 

Grace Retail and Home Specialty Dinner- Family Fast 
Restaurant Locations by State Centers Stores Herman’s Total houses Restaurants Food Total 
Alabama 6 _ _ 6 _ — 4 4 
Arizona 12 _ — 12 12 12 — 24 
Arkansas 3 =— _ 3 = 1 _ 1 
California 33 — _ 33 115 83 198 
Colorado 9 2 _ ll 9 10 a 19 
Connecticut 8 - 3 ll 1 _ -- 1 
Delaware 2 — 2 4 — — — — 
District of Columbia - 1 2 3 2 _— — 2 
Florida 14 — _— 14 9 2 3 14 
Georgia 8 - ne 8 10 5 52 67 
Illinois — 33 12 45 a 9 = 16 
Indiana — 15 - 15 3 4 — f 
Iowa - 3 _ 3 1 _ _ 1 
Kansas 2 3 — 5 1 zm _ 3 
Kentucky _ 4 = 4 2 — _ 2 
Louisiana 8 — = 8 4 2 _ 6 
Maryland 3 5 4 12 2 — _ 2 
Massachusetts 6 _— 6 12 8 — — 8 
Michigan — 13 9 22 2 3 — 5 
Minnesota —_ 15 6 21 2 — —_ 2 
Missouri 2 2 _ 4 18 7 — 25 
Nebraska 2 2 _— 4 1 3 — 4 
Nevada _ _ _ _ _ 4 _ 4 
New Hampshire 1 — 1 2 — _— — _ 
New Jersey 42 — 11 53 4 — — 4 
New Mexico 7 — ~ 7. a — _ _— 
New York 13 2 24 39 7 _ _ 4 
North Carolina 3) — _ 5 _ om 1 1 
North Dakota _— 4 _ 4 a= — — _ 
Ohio ~ 44 4 48 5 = _ 5 
Oklahoma 3 1 — 4 a — _— = 
Oregon a _— _ _ 5 5 _ 10 
Pennsylvania 21 1 12 34 4 — — 4 
Rhode Island _ _ a — 1 — — 1 
South Carolina 3 _- — a _ _— 3 3 
South Dakota _ 1 _— 1 — — a _— 
Tennessee cd _ — 5 1 _ 1 2 
Texas 65 13 — 78 17 30 62 109 
Utah 1 — _ 1 = _ _ oo 
Virginia 2 6 3 11 2 — — 2 
Washington _— _— — — 9 5 _— 14 
Wisconsin — 10 3 13 2 7 — 9 
Total 286 180 102 568 266 194 126 586 
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Financial Data by Operating Group 1979-1983 
($ Millions —1979-1982 reclassified and restated) 


_ Chemical 


Specialty Agricultural 


General 
Business 


Total Divested 
Operations Businesses“? 


Total 


Sales 

1979 $1,691 $614 $ 517 $ 829 $ 320 $ 672 $4,643 $ 682 $5,325 
1980 1,922 729 732 1,029 525 703 5,640 497 6,137 
1981 2,000 684 989 1,206 598 640 6,117 425 6,542 
1982 2,025 597 796 1,325 634 637 6,014 112 6,126 
1983 2,105 655 551 1,547 710 651 6,219 a 6,219 
Average Annual Growth Rate 

1979-1983 5.6% 1.6% 1.6% 16.9% 22.0% (.8)% 7.6% = 4.0% 
Operating Income (Loss) after Taxes” 

1979 $137.1 $31.7 $ 73.8 $ 18.3 $ 32 $16.3 $280.4 $24.7 $305.1 
1980 145.6 81.6 112.5 22.2 (11.3) 19.3 369.9 15.9 385.8 
1981 160.9 57.4 182.0 22.5 2.5 22.6 447.9 25.0 472.9 
1982 166.2 32.5 110.8 23.3 8.5 28.1 369.4 2.5 371.9 
1983 173.6 22.4 22.7 30.8 9.2 24.3 283.0 — 283.0 
Average Annual Growth Rate 

1979-1983 6.1% (8.3)% (25.5)% 13.9% 30.2% 10.5% 2% -- (1.9)% 
Sales 

Percent of Total Operations 

1979 36% 13% 11% 18% 7% 15% 100% 

1980 34 13 13 18 9 13 100 

1981 33 11 16 20 10 10 100 

1982 34 10 13 22 10 11 100 

1983 34 ll 9 25 ll 10 100 

Operating Income (Loss) after Taxes 

Percent of Total Operations 

1979 49% 11% 26% ™M% 1% 6% 100% 

1980 39 22 31 6 (3) p 100 

1981 36 13 41 5 — s 100 

1982 45 9 30 6 2 8 100 

1983 61 8 8 11 3 9 100 


a Represents sales and operating income after taxes of divested businesses and Chemed Corporation excluding its Dearborn Group. 

Operating income (loss) after taxes is computed before gains (losses) on disposal of businesses, the 1982 gain on the restructuring of Chemed Corporation, foreign currency 
effects related to Financial Accounting Standard No. 8 in 1981 and prior years, allocation of corporate research, general corporate overhead, general corporate interest and 
interest on debt of certain domestic subsidiaries. For this table, taxes are computed substantially on a separate return basis for each subsidiary and division of Grace. 

In the case of each U.S. subsidiary and division, benefits for all generated investment tax credits and operating losses, if any, are recognized currently. 
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Financial Review 
Total Grace sales, net income and earnings per share for 1981-1983 
are summarized as follows: 


Percent C! hange 
(3 millions, except per share) 1983 1982-1981 83/82 82/8) 
SMES oi6 cg gicstenmecse $6,219.5 $6.126.1 $6,542.3 + 2% - 6% 
Netincome..........- 159.7 319.8 365.2 -S0 —-12 
Earnings per share .. .. 3.28 6.59 7.55 -S0 “43 


Sales and Operating Income after Taxes 

By Operating Group 

With the exception of the Natural Resources Group, sales for all 
operating groups showed improvement over 1982. In 1982, net 
income of $319.8 million, or $6.59 per share, included a gain of 
$65.1 million, or $1.34 per share, on the restructuring of Chemed 
Corporation. Excluding this nonrecurring item from the 1982 re- 
sults, net income in 1983 decreased by 37% to $1597 million, or 
$3.28 per share, primarily due to depressed economic conditions 
experienced by two major lines of business, natural resources and 
agricultural chemicals. 


Specialty chemical sales and operating income each rose 4% in 
1983, as improved earnings were reported in the fluid cracking 
catalyst, flexible packaging and general printing and drying equip- 
ment product lines; these increases were partially offset by lower 
earnings in the organic chemical and flotation device product lines. 
In 1982, sales increased 1% and operating income increased 3%, as 
most of Grace's domestic specialty chemical units reported im- 
proved earnings, particularly the fluid cracking catalyst, flexible 
packaging and flotation device product lines. Slowing the growth in 
1982 were European operations, which reported lower results, 
reflecting adverse translation effects of the strong U.S. dollar and the 
recession in Europe. 


Agricultural chemical sales increased 10% in 1983 reflecting 
higher fertilizer sales volume, particularly higher export shipments. 
However, operating income declined 31% due to the continued de- 
pressed farm economy resulting in soft pricing and uneven de- 
mand, partially due to the federal government's payment-in-kind 
program which sharply reduced planted acreage. Agricultural 
chemical sales and operating income were lower in 1982 versus the 
prior year as Grace's fertilizer business operated at slightly more 
than 60 percent of capacity, reflecting reduced exports due toa 
strong U.S. dollar, higher interest rates and a worldwide recession. 


Natural resource sales decreased 31% and operating income fell 
79% in 1983, primarily due to the unfavorable results of Grace’s 
energy services business which sustained a loss in 1983. The average 
utilization rate for land-based drilling rigs, which had declined to 
25% early in 1983, increased during the second half of the year, 
raising the average for the year to 40% (66% for December) versus 
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an average of 56% in 1982. However, daily rental fees continued to 
be depressed by severe price competition. Declines in domestic oi] 
and gas sales and operating income were also experienced in 1983, 
paralleling industry-wide declines in demand for petroleum and 
energy services which began in the spring of 1982, In 1982, unfavor- 
able conditionsin contract drilling and other energy service busi- 
nesses were the major causes for the 20% decrease in sales and the 
39% reduction in operating income versus 1981. The average utiliza- 
tion rate for Grace’s land-based drilling rigs declined to 56% (34% for 
December) from 98% in 1981. Oiland gas operations were also affect- 
ed by fourth quarter 1982 charges, totaling $14.5 million after taxes, 
for dry-hole and property write-downs and inventory adjustments. 


Sales of Grace’s retailing operations in 1983, particularly home 
centers, sporting goods and leather apparel, increased 17% in 1983 
asa strengthening domestic economy encouraged higher consumer 
spending. Operating income rose by 32%, as higher profits were 
recorded in the sporting goods and leather apparel businesses, and 
Sheplers’ western wear business reported profits in 1983 versus a 
loss in 1982. Retail sales increased 10% and operating income was 
ahead by 3% in 1982 versus 1981. Sales and operating income of 
home centers were higher, and results from sporting goods were up 
sharply; however, certain operations were adversely affected by the 
US. recession in 1982. 


Restaurant sales increased 12% in 1983, as all operations showed 
improvement over 1982. Operating income increased 8%, reflecting 
higher earnings reported by the El Torito Mexican dinnerhouse 
chain. This increase was partially offset by decreased income from 
Gilbert/Robinson dinnerhouses caused by lower margins and 
lower investment tax credits in 1983. For 1982, restaurant sales rose 
6% over 1981, and operating income more than tripled as all 
operations reported improved results. 


For Grace’s General Business Group, operating income declined 
13% in 1983 asa result of decreased earnings from cocoa operations 
due to margin pressures caused by higher cocoa bean prices and the 
absence of gains from the sale of excess properties and insurance recov- 
eries in 1982. Sales from this operating group in the 1981-1983 period 
did not vary significantly. Operating income in 1982 increased by 
24% mainly due to the nonrecurring gains mentioned above. 


Sales* 
($ millions) 


Operating Income* 
{$ millions) 


$4479 


$6,117 $6,014 86.219 


1981 1982 {983 1981 1982 1983 


© Chemicals @ Natural Resources i Consumer/General Business 


*Total Operations 
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Quarterly Summary “’ Unaudited  $ Millions except per share 
First Quarter _ Second Quarter Third Quarter Fourth Quarter 
Operating Results 1983 1982 1983 1982 1983 1982 1983 1982 
$1,354.2 $1,465.4 §$ $1.632.5  $1,505.9 $1,443.8  $1,753.8 $1,584.4 
(890.7) 24.8) (LC 4) (1,044.8) (982.2) (919.3) (1,102.3) (1,010.7) 
(430.2) 439.3) (47 468.8) (468.4) _ (456.1) (556.2) (441.1) 
and Chemed restructuring .......... Sayer 33.3 104.3 74.3 118.9 55.3 68.4 95.3 132.6 
UiMCP RAC TAINS moss ores dss dues ESE Levan is ae (5.7) (23.0) (33.8) (41.9) (27.2) (25.0) (37.5) (79.0) 
Income before disposal of businesses 
and Chemed restructuring .................. 27.6 81.3 40.5 77.0 28.1 43.4 57.8 53.6 
Nei gain (Joss) on disposal of businesses . a) (2.1) — = _ 1.0 2 5 
Chemed restructuring........................ _ — 65.1 — = - sds _ a 
cs a a BS 33-2 § $40.5 $ 770 $ 281 $ 444 $ 58.0 $ 541 
Earnings per share: 
Income before disposal of businesses 
and Chemed restructuring ................ $ 57 1.68 $ 83 $ 158 $ 58 $ 90 $ 1.19 $ 1.10 
Effect of disposal ofbusinesses........... ied ll (.04) —- _— _— 02 _ OL 
Effect of Chemed restructuring... . tees — 1340 _ 
Earnings pershare................... .. $ 68 2.98 § 83 $ 158 $ 58 $ 92 $ 119 $3 fu 
Earnings per share assuming fulldilution........ $ 67 $ 2.93 $ 383° § 56 §$ S7 91 § nt § LT 
Sales by Operating Group 
Chemical 
Specialty: oo og cake ba tbe nee na teedbnee ba ea $ 477.0 $ 4723 $ 5329 $ 5223 $ 5245 $ 4978 $ 571.0 $ 532.5 
AStiCUMUEal seer ena hound ae edhe 149.3 125.6 198.1 208.4 143.9 130.0 163.7 133.2 
Natural Resources.........0.00...0........ 133.8 240.4 133.3 215.9 135.1 172.3 148.7 167.7 
Consumer 
Retailing...... ...... 282.7 258.3 399.8 345.8 367.2 316.7 496.9 404.0 
Restaurant ........ 163.8 154.5 185.5 163.5 186.1 163.8 174.9 15.9 
General Business... .... __ 147.6 52.2 156.0 — 156.1 149.1 142.9 198.6 186.0 
Total Operations . . 1,354.2 1,403.3 1,605.6 1,612.0 1,505.9 1,423.5 [7538 1,S753 
Divested Businesses, ......0...... _ ZF = 20.5 | — 20.3 cond 9.4 
TOPE Cy ote Geta eons abe why tere eta mya eek $1.354.2 $1,465.4 $1.605.6 $1,632.5 $1,505.9 $1,443.8 $1,753.8 $1,584.4 


Operating Income (Loss) after Taxes by Operating Group" 


Chemical 


Specialty, os. cysant een umnaynce bes $ 31.3 
Agricultural ...... 13.8 
Natural Resources 12,2 
Consumer 
Retailing............0.... 28, agi RARE Boh tied (4.2) 
Restaurant 5623 cane cig pees eye bid ea tenes — 
General Business. .....00.0.0.0000.0.0.0.02. 5.9 
Total Operations 59.0 
Divested Businesses‘? = 
TO ae hoe 6s aoewwainoien ma dances fares $ 59.0 


315  $ 450 $ 421 $ 450 $ 423 $ 523 $ 503 
1.6 11.5 (1.5) 2.6 8.5 3.7 

8.2 39.2 6.6 21.5 (4.3) (2.7) 

(4.6) 8.8 7.8 2.8 1.8 23.4 18.3 
1.0) 2.0 2.5 3.8 3.3 3.4 Le 
16 64 6.0 39 46 8 9.9 

3.0 12.0 109.1 60.6 76.1 91.4 81.2 
PY oe: _ 3 = 2 

7 $ 720 $ 1094 $ 006 $ 764 $ 914 § 814 


© Data for all periods in 1982 and first quarter of 1983 have been restated fora pooling of interesis winich was completed prior to the end of the second quarter of 1983. 


Data for all periods in 1982 and the first two quarters of 1983 have been reclassified. 


(> Represents the sales and operating income after taxes of divested businesses and Chemed Co: poration excluding its Dearborn Grour 


© Operating income (loss) after taxes is computed before gains (losses) on disposal of businesses. the {Y 
corporate research, general corporate overhead, general corporate interest and interest on 


ga1e on Ube restructuring of Cheimed Corporation and allocation of 
debi of certain domestic subsidiaries, For this table, taxes are computed 


substantially on a separate return basis for each subsidiary and division of Grace. In the case ofeach US. subsidiary and division, benefits for al] generated investment tax 


credits and operating losses, if any, are recognized currently, 


48 


W.R. Grace & Co. and Subsidiary Companies 


_————_——————————————— 


‘Consolidation Principles 


Inventories 


Properties and Equipment 
and Related Depreciation 


Development Expenses 


Earnings Per Share 


Pensions 


Foreign Currency 
Translation 


Summary of Significant Accounting and Financial Reporting Policies 


The accounting and financial reporting policies of WR. Grace & Co. and subsidiary companies 
(“Grace”) conform to g 


scomm 


erally accepted accounting principles and reflect practic 
their various businesses. 

The consolidated financial statements include the accounts of W.R. Grace & Co. (“*Company”’) 
and all majority-owned subsidiaries. Investments in affliated companies are carried at cost, 
adjusted for subsequent changes in equity. 


Inventories are stated at the lower of cost or market. Due to the diversified nature of Grace’s 
operations, several methods of determining cost are used, including first-in, first-out, average, 
retail and, for substantially all chemical inventories in the United States, last-in, first-out. 
Market value for raw and packaging materials is based on current cost and, for other inventory 
classifications, on net realizable value. 


Depreciation of properties and equipment, including those operated under capitalized leases, is 
generally computed using the straight line method over the estimated useful lives of the assets. 
Grace uses the successful efforts method of accounting for its oil and gas operations. Depletion of 
natural resource properties and agricultural chemical phosphate rock reserves is determined 
using the unit-of-production method. Interest is capitalized in connection with major project 
expenditures and amortized, generally on a straight line basis, over the lives of the assets. 


Business development costs, including promotion, market research, preoperating and store 
preopening expenses, are charged to income as incurred. 


Earnings per share are computed on the basis of the weighted average number of common shares 
outstanding. Earnings per share assuming full dilution are computed based on the assumption 
that convertible debentures were converted at the beginning of the period. 


Costs of pension plans are actuarially computed principally using the aggregate cost method 
under which all unfunded prior service costs are amortized over the estimated remaining service 
lives of plan participants. 


Grace adopted the provisions of Financial Accounting Standard No. 52 effective January 1, 1982 on 
a prospective basis. Consequently. gains and losses resulting from translation of foreign currency 
financial statements and certain forward contracts are recorded as a separate component of 
shareholders’ equity 
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Consolidated Statement of Income — $ Millions (except per share) 


YearsEnded December 31, 1983 1982 1981 

DAleS a ciat Lara geialen Ge dale aanus whaia wayne eres $6,219.5 $6,126.1 $6,542.3 
Dividends, interest and otherincome............... __ 66.0 130.7 65.0 
_ 6,285.5 6,256.8 6,607.3 

Cost of goods sold and operating expenses........... 4,032.6 3,896.6 4,148.7 
Selling, general and administrative expenses......... 1,443.0 1,392.2 1,445.0 
Depreciation, depletion and amortization........... 304.6 297.2 278.0 
ImtGrestexpemee cae ave 164.2 177.8 183.6 
Research and development expenses 70.7 61.5 54.7 
Net foreign exchange losses (gains)................. 12.2 13 (16.7) 
Gain on restructuring Chemed Corporation......... _— (65.1) _— 
Net gain on disposal of businesses.................. (5.8) __ 4a) (38.1) 
6,021.5 5,766.5 6,055.2 

Income before taxes 6.0 2... eee 264.0 490.3 552.1 
Income tax€s 4.9 24 scukoncudienye adhe Ganda ens 104.3 170.5 186.9 
Net income $ 159.7 $319.8 $365.2 
Earnings per share $ 3.28 $6.59 $72.55 
Earnings per share assuming fulldilution ........... $ 3.26 $651 $7.41 


The Summary, page 49. and Notes to Financial Statements, pages 57 to 66, are integral parts of this statement. 
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Management's Discussion and Analysis of Results of Operations and Financial Condition 


Statement of Income 


Sales and Net Income 

Sales increased 2% and net income decreased 50% for 1983 for the 
reasons cited in the operating group discussion on page 47. In 1982, 
sales decreased 6% and net income decreased 12% from 1981, 
reflecting the absence of Chemed’s results for the portion of 1982 
that followed the restructuring of its business and decreases re- 
ported by natural resource and agricultural chemical operations. 
These declines were partially offset by increases in restaurant, 
general business, specialty chemical and retailing operations. 


Dividends, Interest and Other Income 

Dividends, interest and other income decreased $647 million in 
1983 to $66.0 million, versus an increase of $657 million in 1982. 
This was due mainly to the reporting in 1982 of sales of domestic 
tax benefits which resulted in a pretax gain of $53.2 million and 
nonrecurring gains on the disposition of investment securities. 
Lower equity in earnings of affiliated companies, primarily coal 
mining operations, also contributed to the lower results in 1983. 


Cost of Goods Sold and Operating Expenses 


Percent Change 


(8 millions) 1983 1982 1981 83/82 82/81 


Cost of goods sold and 
operating expenses . $4,032.6 $3,896.6 $4,148.7 +3%  -6% 
Percent of sales... ... 65% 64% 63% +1% pt. +1% pt. 


In 1983 cost of goods sold and operating expenses increased slightly 
more than sales. This reflected lower average selling prices for agri- 
cultural chemicals, the decline in sales from natural resource oper- 
ations, which previously operated at higher margins than Grace’s 
other businesses, and the sales increase in retailing and restaurant 
operations, which operate at lower margins than certain of the other 
Grace businesses. The 6% reduction in 1982 was in line with the 
decrease in sales. 


Selling, General and Administrative Expenses 


Percent Change 


($ millions) 1983 1982 1981 83/82 82/81 
Selling, general and 

administrative 

expenses....... $1,443.0 $1,392.2 $1,445.0 +4%  -4% 
Percent of sales... . 23% 23% 22% — +1%pt. 


Selling, general and administrative expenses increased 4% in 1983, 
2 percentage points higher than the increase in sales. This disparity 
reflects the fixed nature of a portion of these expenses, particularly 
within the energy services business which had a sales decrease of 40% 
in 1983, and the larger share of Grace’s sales contributed by retailing 
operations, which carry a higher rate of selling, general and admin- 
istrative expenses as a percent of sales. These expenses decreased 
4% in 1982, or 2 percentage points less than the 6% decrease in 
sales, reflecting the fixed nature of a portion of these expenses. 


Interest Expense 

Percent Change 
($ millions) 1983 1982 1981 83/82 82/81 
Gross interest... . . $169.7 $200.9 $202.6 -16% — 1% 
Capitalized interest. (5.5) (23.1) (19.0) 76 +22 
Interest expense . . . $164.2 $177.8 $183.6 -8 - 3 


Interest expense decreased in 1983, primarily reflecting lower aver- 
age interest rates and a lower average level of borrowings largely 
attributable to the reduction in capital spending from $560.1 mil- 
lion in 1982 to $353.1 million in 1983. Capitalized interest was also 
sharply lower in 1983 asa result of the reduced capital expenditure 
program. 


Research and Development Expenses 

Despite the sharp decrease in earnings for 1983, the Company con- 
tinued to invest for the future by increasing its research and develop- 
ment spending to $707 million, a 15% increase from the 1982 level 
and 29% higher than that incurred in the record earnings year of 1981, 
demonstrating management's dedication to long-term growth pri- 
marily in support of Grace’s expanding specialty chemical business. 


Research and Development Expenses 


($ millions) 


Net Foreign Exchange Losses (Gains) 

Net foreign exchange losses of $12.2 million in 1983 and $7.3 million 
in 1982 were primarily the result of exchange losses incurredin hyper- 
inflationary countries and, in particular for 1983, reflected the deval- 
uation of the Brazilian cruzeiro and the Argentine peso. Exchange 
risk in these markets cannot be hedged by currency management 
operations since no forward market exists. 


Effective Income Tax Rates 7 

Percent Change 
(8 millions) 1983 1982 1981 83/82 82/81 
Incometaxes.... $104.3 $170.5 $186.9 ~ 39% ~ 9% 
Effective tax rate. . 34.8% 33.9%  +4.7%pts. +.9%pt. 


39.5% 


The increase in the effective tax rate for 1983 primarily reflects the 
inclusion in 1982 of a $65.1 million nontaxable gain recognized on 
the Chemed restructuring and higher pretax earnings of Grace’s 
international oil operations in 1983, which are taxed at a signif- 
icantly higher rate than the U.S. federal tax rate of 46%. The lower 
tax rates for 1982 and 1981 reflected numerous factors, primarily the 
effect of the nontaxable Chemed gain in 1982, high levels of invest- 
ment tax credits and a $97 million favorable tax adjustment in 1981 
relating to Grace’s international oil operations. 
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Financial Statement 


Consolidated Statement of Changes in Financial Position § Millions 


Years Ended December 31, 1983 1982 1981 
Source (Use) alFunds: — “Netincomie: «2.322056 ood seccccas en ieesceuevesacaseins $159.7 $319.8 $ 365.2 
Add (deduct) items not affecting working capital: 
Depreciation, depletion and amortization ............. 304.6 297.2 278.0 
Derred income taxes 5. diids ian cry cee ces cadens 5.0 19 50.2 
* Equity in unremitted earnings of 
BURLIMIED COMPANIES e506: 04 esses ov eas vie aweie ne (13.6) (27.5) (26.1) 
Gain on restructuring Chemed Corporation ........... _ (65.1) — 
Net gain on disposal of businesses. ................... (5.8) (1.0) (38.1) 
Working capital provided by operations ............. 449.9 595.3 629.2 
Gapitahexpendititese: acdus' cco dcsin tito tees neaes (353.1) (560.1) (664.9) 
CANINA BR rections, cesnsctina ds eee SeniR yom e eee ee ee (136.2) (130.9) (117.1) 
Purchase of energy services equipment.................. (13.8) (58.0) (72.4) 
Working capital itenis® 5 0560055 cies x cccgcen oes sbaend 37.2 11.3 (132.7) 
Book value of asset disposals .................0.-000005 64.0 50.0 35.1 
Other transactions: Net. 25.5. cs oeciesio se otic. caimvnveie ae (40.8) (30.1) 4.0 
Total Before Investment and Financing Activities ..... 72 (122.5) (318.8) 
Investment Activity Proceeds from disposal of businesses ............... iv 10.3 20.5 102.1 
Incremental cash from Chemed restructuring ........... — 134.5 — 
(Increase) decrease in investments in and advances to 
BEACON! COMADAUIOS orcs olcte ajapeesss co a.s wines nl fiata lace dece.ip (.6) 151.1 (51.4) 
Businesses acquired in purchase transactions ....... . xe (46.2) (13.1) (69.9) 
Total Investment Activity ............00.5.0000008 (36.5) 293.0 (19.2) 
Financing Activity Encréase in long-terin Gebit 60a eis ei bals 0 300 wre afore : 280.5 239.6 345.5 
Reduction in long-term debt (230.8) (316.7) (70.4) 
(Decrease) increase in loans payable... ...............-... (23.4) (11.4) 11.3 
Conversion of subordinate debentures .................. 2.2 2.3 8.6 
Purchase of treasunyistock ics, sor2 a: ec wicay se ha been dessa 7 (3.8) i 
TOAD Pinancins ACHVINY. oc dis « eek eka eee cee 28.5 (90.0) 295.0 
(Decrease) Increase in Cash and Cash Equivalents ........ . $ (8) $ 80.5 $ (43.0) 
*Analysis of Working Capital Items 
Notes andaccounts receivable. .......0..0cc0n0eseeeeses $ (29.5) $ 144.1 $ (95.6) 
Inveritatiegs 5 37c0 foes ents see ieee ete Meee (24.2) (1.3) (112.0) 
Accounts payaulle sisi: osiscis Sates as a Seed ieee cies ba 102.7 (30.7) 21.2 
INCOME tRNA cre che asians ane das enonineran ea Rio eat (7.1) (11.4) (13.9) 
eat tei OA a arate cage tn eek (vee A (4.7) (89.4) 67.6 
Increase (Decrease) in Working Capital.............. $ 372 $ 113 $(132.7) 


The Summary, page 49, and Notes to Financial Statements, pages 57 to 66, are integral parts of this statement. 
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Management’s Discussion and Analysis of Results of Operations and Financial Condition 


Changes in Financial Position 
Working Capital Provided by Operations 


Percent Change 

($ millions) 1983 1982 1981 83/82 82/81 
Working capital provided 

by operations ......... $449.9 $595.3 $629.2 -24%  - 5% 


Working capital provided by operations decreased $145.4 million in 
1983, primarily due to the decline of $95.0 million in net income 
from 1982 (excluding the 1982 gain on the Chemed restructuring) 
and a reduction in deferred taxes resulting from: the nonrecurrence 
of the 1982 sales of domestic tax benefits; a change during 1983 from 
an accelerated method to the straight line method of depreciating 
certain assets for tax purposes; and the lower level of capitalized 
interest in 1983. 


Capital Expenditures 

Percent Change 
($ millions) 1983 1982 1981 83/82 82/81 
Capital expenditures... . . . $353.1 $560.1 $664.9 -37% 16% 


Consistent with the 1983 decline in income, capital expenditures 
were significantly reduced. This decrease was due principally toa 
$151.0 million, or 64%, decrease in capital expenditures for natural 
resource operations in response to the reduced demand industry- 
wide for petroleum products and energy-related services. 


While capital expenditures for 1984 will be contingent upon busi- 
ness conditions, such expenditures are expected to exceed $425.0 
million, with an emphasis on the Company’s specialty chemical 
operations. 


Capital Expenditures 
($ millions) 


$664.9 


$560.1 


1981 1982 1983 


® Chemicals 
® Natural Resources 
@ > Consumer/General Business/Other 


Cash Dividends 

Percent Change 
(8 millions) 1983 1982 1981 83/82 82/81 
Dividends on common stock .. $135.5 $130.2 $116.4 +4% +12% 
Dividends on preferred stock . . a Ai oe _ _ 
Cash dividends........... $136.2 $130.9 $117.1 +4% +12% 


Cash dividends paid on common stock increased to $2.80 per share 
in 1983 from $2.70 per share in 1982. This reflects the full year effect 
of the increase, which was initiated in the third quarter of 1982, 
raising the annual common stock dividend rate to $2.80 per share. 


Cash Dividends on Common Stock 
($ millions) 


T 
| 
+ 


Cash Dividend Paid per Share 
of Common Stock 


2a Sas ee 


Investment Activity 

The Company continued to expand into chemical-related, high- 
technology businesses during 1983. The 1983 use of funds is due 
mainly to the purchases of Amicon Corporation, a business which 
supplies products to the biotechnology, electronics and health care 
industries, and S. H. Mack and Company, a maker of synthetic 
lubricants used in can manufacturing. 
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Assets 


Liabilities 


Shareholders’ Equity 


Consolidated Balance Sheet $ Millions 


December 31, 1983 1982 

Current Assets 
Cash and cash equivalents, including marketable 

securities of $24.5 (1982—$49,3)................. ropa tinted) Leach) $ 164.5 
Notes and accounts receivable, less allowances 

of $28.0 (1982—$23.2).......... 0... eee Deep alae aecenen. 642.9 621.4 
MVERIOMOGSS pic eatels ass priaceis bmace vais teeieem : eee: 897.5 878.0 
Other current assets ..... wench es Pe Orang rctorerier Neter 56.4 49.5 


etal Carrcit Ameete sic a scaie a p's iansientan cans seasednemiena 1,760.5 1,713.4 
Investments in and advances to affiliated companies............... 171.1 105.0 
Energy services equipment and other assets...................... 299.6 332.7 
Properties and equipment, net oo. o.06a.05 to. a cs aca eee ee atcwenes 2,715.4 2,707.7 
Goodwill, less accumulated amortization of $15.3 (1982—$12.8)..... 88.0 61.4 


$ 5,034.6 $ 4,920.2 


Current Liabilities 


Loans payable....... edie Roe acsce aig Sear AS gE tk ARNE Ide $ 151.6 $ 177.9 
Accounts payable ............ RieXcate tains Sieeasiarsinatieraigtigis eRe 589.1 485.2 
BICOMIO CARES 2555 i058 areisjs a2 sles a,» seis Aric ete va mere 90.2 97.0 
Other current liabilities .............0...... ae 241.0 240.1 
Total Current Liabilities .. . . Srishsake Pact 1,071.9 1,000.2 
Long-term debt: «000s... 005 Biers Sateaion neem eG 1,349.4 1,294.5 
Noncurrent liabilities............. Sead “eae 3 131.6 127.6 
Deferred income taxes...... SOREN Baer] : a 299.4 298.3 
2,852.3 2,720.6 

2,182.3 2,199.6 


$ 5,034.6 $ 4,920.2 


The Summary, page 49, and Notes to Financial Statements, pages 57 to 66, are integral parts of this statement. 
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Discussion and Analysis of Results of Operations and Financial Condition 


Financial Condition 


Liquidity and Capital Resources 

The Company had $163.7 million in cash and cash equivalents at 
December 31, 1983, virtually unchanged from $164.5 million in 
1982. The ratio of current assets to current liabilities was 1.6x at 
December 31, 1983 versus 1.7x in 1982. 


At December 3!, 1983, the Company had $26.6 million of com- 
mercial paper outstanding, a decrease of $152.0 million from $178.6 
million at December 31, 1982. This decrease resulted in part from 
the use of the proceeds received from the sale of $100 million of 
11.75% sinking fund debentures issued in May 1983. In October 
1982, $100 million of 12.75% promissory notes were issued. 


The Company had lines of credit of $912.0 million at December 
31, 1983. including $800.0 million under revolving credit agree- 
ments with various banks. Of the $912.0 million total lines of credit, 
$115.9 million was reserved in support of commercial paper and 
bank borrowings outstanding as of December 31, 1983, leaving net 
unused credit lines of $796.1 million. At year-end 1982, the Com- 
pany had net unused lines of credit of $642.7 million. 


As indicated above, the Company continues to be in a strong 
financial position. Long-term debt as a percent of total capital 
(“debt ratio”) was 38.2% and 37.0% in 1983 and 1982, respectively. 


Total Assets, Long-Term Debt and Shareholders’ Equity 
($ millions) 


$5.0477 $4,920.2 $5,034.6 


$3.5317 


$3.440.8 


$3.494.1 


198] 1982 1983 


© Total Assets § Long-Term Debt —‘@ Shareholders’ Equity 


The adverse current period foreign currency translation adjust- 
ment of $43.9 million, coupled with dividends paid of $136.2 miL 
lion, representing 85.3% of net income for the year, were the causes 
for the reduction in shareholders’ equity between 1983 and 1982. 
The continued strength in 1983 of the U.S. dollar, particularly 
against the European currencies, was the dominant factor in the 
1983 unfavorable translation adjustment. This strength of the U.S. 
dollar versus the major currencies in which Grace conducts 
business is summarized in the following table: 


Exchange Rate Change 

Foreign Currency vs. U.S. $ 

(rercent €iieseey ___ 
Currency 83/82 82/81 83/81 
ie ii: 19% 15% 32% 
Italian lira . . 17 ~12 og? 
Belgian franc .. . 16 18 31 
Netheriands guilder -14 ee) =/9 
German mark . . = 5 =i? 
British pound. . . “ " r 10 Bee Bk -24 
Australiandollar .............0...00.. 8 “13 -20 


Inflation and Changing Prices 

Information on the effect of changing prices prepared in accor- 
dance with the guidelines of the Financial Accounting Standards 
Board, illustrating the effects of changes in specific prices, is 
presented in Note 12 of the Notes to Financial Statements. 
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binancial Statement 


SS ST 


Consolidated Statement of Shareholders’ Equity $ sitions 


Years Ended December 31, 1981, 1982 and 1983 


Foreign Common 
Preferred Common Paid in Retained Currency Treasury 
Stocks Stock Capital Earnings Adjustments Stock 
Balance at January 1, 1981, 
aSreported .................. $88 $48.0 $448.0 $1,304.1 $ — $ — 
Adjustment for a 1983 pooling of 
interests transaction .......... _ 2 4 6 _ _— 
Balance at January 1, 1981, 
asrestated.........000....... 8.8 48.2 448.4 1,304.7 — _ 
Net income—1981............... _— — — 365.2 _— _— 
Dividends paid ................ _ _— _ (117.1) _ _— 
Conversion of subordinate 
debentures ........0......0.. — 2 8.4 — _— — 
OURG rian ded ratides heraath aues aed — — 1.9 (5) — _— 
Balance at December 31,1981 .... 8.8 48.4 458.7 1,552.3 _— - 
Net income—1982 .............. _ _ _— 319.8 — _— 
Dividends paid ................ _— _ _ (130.9) _— a 
Conversion of subordinate 
CEDENtUIES wician tae eeaiee _ wl 2.2 — — _— 
Cumulative translation 
adjustments—January 1, 1982... _ _ _— — (23.2) _— 
Translation adjustments for 1982. . = _ _— = (34.8) _ 
Purchase of treasury stock........ —_ _ _— _— _— (3.8) 
OUIER 2n00.. oir eatin ee 1.5 _ (4) a) ped oo 
Balance at December 31,1982 ... . 10.3 48.5 460.5 1,742.1 (58.0) (3.8) 
Net income—1983 ........ abe — — — 159.7 — — 
Dividends paid ................ —_ _ — (136.2) gam bs 
Conversion of subordinate 
Gebentures:.. 02 iicccse se scene _— A 2.1 — _ a 
Translation adjustments for 1983 . . _ — _— _ (43.9) — 
Oietod cukeurticntnweys whceceee _ _ 6 _ _ 3 
Balance at December 31, 1983 ... . $10.3 $48.6 $463.2 $1,765.6 $(101.9) $(3.5) 


8.6 
1.4 


2,068.2 


319.8 
(130.9) 


2:3 


(23.2) 
(34.8) 
(3.8) 
2.0 
2,199.6 
159.7 
(136.2) 


2.2 


The Summary, page 49, and Notes to Financial Statemenis, pages 57 to 66, are integral parts of this statement, 
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Notes to Financial Statements  $ Millions xcept per share) 


i 


Note 1—Notes and 
Accounts Receivable 


Note 2—Inventories 


Note 3—Energy Services Equipment 
and Other Assets 


Note 4—Invest ments in and 
Advances to Affiliated Companies 


(The financial statements for 1982 and 1981 have been reclassified, and restated for a pooling of 
interests.) 


Notes and accounts receivable consist of: 1983 ___ 1982 
Trade, less allowances of $21.6 (1982—$21.3) .0. 00.0.0... 0 eee $ 596.3 $ 570.9 
Other, less allowances of $6.4 (1982—$1.9) ...0.0..00..0.0..0.0000. _ 46.6 ___ 50.5 


Inventories consist of: 1983 1982 
Raw and packaging materials 


TWaORRSE nck ws ee ee — 
Finished products...................... rs 354.9 392.9 
Genera] merchandise........ 445.2 381.8 
1,009.5 996.0 
Less: Adjustment of certain inventories toa 
last-in, first-out (LIFO) basis ........0....00.00 00020 e eee 112.0 118.0 
$ 897.5 $ 878.0 


Inventories valued at LIFO cost comprised 23.3% of inventories before the LIFO adjustment 
at December 31, 1983 and 24.5% at December 31, 1982. 


Energy services equipment and other assets consist of: ; 1983 _ 1982 
Energy services equipment, less accumulated amortization 

of $102.3 (1982—$81.6) ............... pepe hha naee BA .. $ 148.9 $ 165.3 
DBRERREDONORS. og a cc cee cede ce eed ee ee nes 59.9 776 
Long-term receivables, less allowances of $2.5 (1982—$12.6)........ 35.1 28.1 
CAMEE | cs ithe beg $2 eGR see eee cia eb ede cie cents . 55.7 61.7 


$2996 = § 332.7 


Grace has equity interests ranging from 47.5% to 50% in domestic companies engaged in the 
development of coal and phosphate properties, the production of phosphoric acid and the 
production and sale of drilling fluids. Grace also owns a 49% interest in an ammonia producing 
company in Trinidad. 


In 1980, Grace and International Minerals & Chemical Corporation (“IMC’’) formed a 
partnership fo construct facilities to mine properties containing phosphate rock reserves 
Included in dividends, interest and other income for 1983, 1982 and 1981 are gains of $16.1 for 
each year in connection with contributions by Grace of phasnhate rock reserves to the nartner- 
ship, The final contribution of reserves by Grace took place in January 1983, Grace anticipates 
that the mine will be operational in early 1985; each partner will receive 50% of production. 


W.R. Grace & Co. and Subsidiary Companies 
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Note 5—Properties and Equipment 


Asummary of financial information of affiliated companies is set forth below: 


1983 1982 
Currentassets..................00-5 $ 195.1 $ 168.1 
Noncurrent assets. . 1,222.0 1,200.0 
Totalassets: ccc head te aden $ 1,417.1 $ 1,368.1 
Current liabilities............0..2... 137.9 139.6 
Noncurrent liabilities................ 852.9 908.7 
Total liabilities ........0..0...0.... 990.8 1,048.3 
Netassets:.3.356.u4 a dovs catesore tacts $426.3 $319.8 
Grace investments and advances....... $ ITLL $ 105.0 
1983 ___ 1982 1981 
Netsales...00.0 0.000.000.0000 0 0 $ 2935 $ 4063 $ 6011 
INGE INCOME ace hares sak eae $_ (4) $ 3.9 $344 
Grace equity inearnings ............. $ 1.4 s . 32 $ 5.6 
Dividends received.................. $3.9 $ 2.2 $ pies 


At December 31, 1983, Grace was the guarantor of obligations totaling $259.9 (1982—$307.2) 
incurred by affiliated companies, including $155.0 of borrowings of the Grace/IMC partnership. 
No liability is anticipated under these guarantees, and the guarantees extended in connection 
with the Grace/IMC partnership borrowings will expire upon completion of the mine. 


Properties and equipment consist of: 1983 1982 
MANN os 2%. cesck negate SE i ned ee ee inves niece 110.3 $ 106.5 
Natural resource properties 1,013.6 976.8 
ButldingSic: 2 cotecneanas af aked teateihs 854.9 858.2 
Machinery, equipment and other . 2,303.1 2,164.9 
Projects under construction. ................ 00.00 c eee ee : 112.4 101.4 
4,394.3 4,207.8 

Accumulated depreciation, depletion and amortization........ (1,678.9) (500.3) 
§ 2.7154 = § 2.7077 


Depreciation, depletion and amortization expense relating to properties and equipment 
amounted to $271.8, $262.5 and $2397 in [983, 1982 and 1981, respectively. 


Capitalized leases relate primarily to restaurant and retailing facilities. The December 31, 1983 
present value of lease payments on capitalized leases and the future minimum lease payments on 
operating leases are: 


Capitalized Operating 
Leases Leases 

OBS yet city atin dey tne tee aha aun eeeabint Nea te caldesce4 ag $ 24.5 $ 101.3 
1988. ceasenuntinndercedoden neni inn daemon nemiavatnen ed alan 22.9 
NOB O iar ticccritarnncdiceis teh smadamearhagn dey alle Vaan Sees verse tered 22.8 
LOST wetices lad cs shee eects Hecht aac en ett Be dak Ao Marea 22.3 
1988), oti cosecdeerIn ani nent Miser ante okp ee eteaeIea he 217 
Vice ie ti nas ha eas Mortage ee aaa ___ 287.1 _ 
Total minimum lease payments. . . 401.3 $ 5 
Ti ot 4 tees rer oe ohh ORR es a ca kee gee ____ (238.6) ae 
Present value of minimum lease payments................. . §$ 162.7 


Grace's total rental expense for operating leases was $110.2 (1982—$101.2; 1981—$97.1), 
including $10.3 (1982—$7.3; 1981—$7.2) of contingent rentals. Sublease rental income was 
not significant. 


| 


Note 6—Long-Term Debt 


Notes to Financial Statements $ Millions (except per share) 
— 


Long-term debt consists of: 


Year-End Years of 
Interest Rate Maturity 1983 1982 
W.R. Grace & Co. 
Commercial paper... ....... 10.0 % _— $ 26.6 $ 178.6 
Bank borrowings ‘ 10.0 —_ 40.0 — 
Promissory notes............. 8.2 1984-1998 379.9 405.1 
Promissory notes............. 12.625 1990 100.0 100.0 
Promissory notes....... . 12.75 1990 100.0 100.0 
Subordinate debentures). 6.5 1984-1996 5.8 iP 
Subordinate debentures 4.25 1984-1990 22.0 25.6 
Sundry indebtedness......... . 8.8 1984-2002 27.7 35.6 
DeDennuresO). .. ccicveneares 5.0 1984-1986 3.0 4.7 
WSDOT cles oP ca wtaiossy0r asain ys 11.75 2008 100.0 _ 
Industrial revenue bonds. ..... . 6.7 1984-2002 32.1 32.3 
837.1 889.2 
Subsidiaries“ 
Secured indebtedness ......... 10.7 1984-2008 175.5 92.6 
Te een trey a eae go 14.75 1989 74.7 74,7 
Sundry indebtedness.......... 9.9 1984-2008 79.4 15.6 
1,166.7 1,072.1 
Capitalized lease obligations). 5. ..55 050600 cc ces ceeeecsuees 162.7 192.9 
Production payments‘) ....... Src State LAA Ieee ca e 77.4 91.7 
1,406.8 1,356.7 
Amount due within one year... 06.605. 60ccccceccviscsscees (57.4) (62.2) 
$ 1,349.4 $ 1,294.5 


“) Commercial paper and bank borrowings, although made under short-term credit facilities, are 
classified as long-term debt because of the availability of long-term financing under the terms of 
revolving credit agreements and Grace’s intent to refinance these borrowings on a long-term basis. 

© Convertible into one share of common stock for each $29,625 principal amount. 

) Convertible into one share of common stock for each $57.32 principal amount. 

” At December 31, 1983, subsidiary indebtedness of $151.7 was guaranteed by the Company, $124.4 


was secured by real estate properties, and $1.8 was secured by equipment. 


©) Production payments represent financings attributable to natural resources, and are repayable 
from the proceeds from the sale of the production thereof. 


Long-term debt payable during each of the four years subsequent to December 31, 1984 is: 


1985 —$57.3; 1986 —$72.8; 1987—$67.6; 1988 —$607. 


The Company isa party to revolving credit agreements with various banks under which it may 
borrow up to $800.0 at interest rates varying from prime to 105% of prime or .50% to 1.00% over the 
applicable Eurodollar rate. At December 31, 1983, there were no outstanding borrowings under 
these agreements. The Company has additional credit lines amounting to $112.0, for a total of 
$912.0 (1982 —$8570). Of the $912.0 total lines of credit, $115.9 was reserved in support of commer- 
cial paper and bank borrowings outstanding as of December 31, 1983, leaving net unused credit 
lines of $796.1. In connection with $822.0 of the Company’s credit lines, commitment fees of .25% 
to .50% per annum are payable on the unused portions. A portion of the Company’s cash balances 
serves to compensate banks for credit lines and services. Such balances are generally unrestricted. 


Interest costs of $5.5, $23.1 and $19.0 incurred in connection with the financing of properties and 
equipment under construction were capitalized in 1983, 1982 and 1981, respectively. 
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Note 7—Shareholders’ Equity Preferred stocks ($100 par value) authorized, issued and outstanding are: 


Shares 


Authorized Par Value of 
and Issued In Treasury Shares Outstanding 
(December 31, 1983) 1983 1982 1981 
6% Cumulative............... 40,000 _ $ 40 $ 40 $ 2.5 
8% Cumulative Class A®........ 50,000 16,543 3.3 3.3 3.3 
8% Noncumulative Class B®... .. 40,000 10,028 3.0 3.0 3.0 
$ 10.3 10.3 $ 8.8 


“) Eighty votes per share. 
(2) Eight votes per share. 


Dividends paid on the Company’s preferred stocks amounted to $.7 in each of the years 1983, 
1982 and 1981. 


The Company’s Certificate of Incorporation also authorizes 5,000,000 shares of Class C 
Preferred Stock, without par value, none of which has been issued. 


Authorized common stock of the Company is 75,000,000 shares ($1 par value). Of unissued 
common stock and common stock in treasury at December 31, 1983, approximately 4,021,000 
shares may be issued or delivered upon conversion of convertible debentures and exercise of 
stock options. Common stock in treasury at December 31, 1983 was 91,000 shares. 


The weighted average number of common shares outstanding in 1983 was 48,431,000 
(1982—48,399,000; 1981—48, 292,000). Assuming full dilution, the weighted average number 
of shares outstanding would be 49,096,000 (1982—49,208,000; 1981—49, 368,000). 


At December 31, 1983, $639.3 of retained earnings was free of restrictions on payment of cash 
dividends imposed by terms of the most restrictive of the Company’s loan agreements. Retained 
earnings of $400.8 at December 31, 1983 represent undistributed earnings of consolidated 
foreign subsidiaries which may be subject to currency, exchange and other restrictions imposed 
by regulatory bodies of the countries in which the subsidiaries operate. 


Note 8—Stock Options Changes in common stock options outstanding are summarized below: 


1983 1982 1981 
Number = Average Number Average Number Average 
of Shares Price _ of Shares Price _ of Shares Price 
Balance at 
beginning of year.. 2,001,649 $36.89 1,559,587 $35.75 1,087,114 $30.42 
Optionsgranted .... 581,050 44.73 685,775 36.82 647,243 42.67 
2,582,699 2,245,362 1,734,357 
Options exercised . . . (49,677) 35.22 (5,054) 25.04 (9,199) 20.33 
Options terminated 
orcancelled...... (304,822) 33.80 (238,659) 29.49 (165,571) 28.66 
Balance at 
endof year....... 2,228,200 39.40 2,001,649 36.89 1,559,587 35.75 


At December 31, 1983, options for 818,189 shares (1982—379,175; 1981—390,842) were exer- 
cisable and 1,158,246 shares (1982—1,774,629; 198 1—2,250,678) were available for granting 
additional options. 


Under the provisions of the Company’s stock incentive plans, certain optionees may, in lieu of 
exercising an option, request cancellation and receive, at the Company’s election and without 
payment to the Company, cash or shares of common stock having a market value equal to the 
difference between the option price and the market price of the common stock. Upon such 
cancellation, the shares covered by the option, less the shares issued, if any, become available 
for future grants. In 1983, $2.4 was charged to income, and in 1982 and 1981, respectively, $3.9 
and $67 were credited to income, relating to compensation in connection with such stock 
appreciation rights. 
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Note 9—Acquisitions, 
Restructuring and Divestments 


Note 10—Income Taxes 


The Company issued 242,361 shares of common stock in 1983, 475,000 in 1982 and 389,773 in 1981 
as consideration in the acquisition of specialty chemical and natural resource businesses which, 
for accounting purposes, have been treated as poolings of interests. The consolidated financial 
statements in the year of acquisition and for periods prior to combination have been restated. 
Such restatements were not material. 


The Company also purchased two specialty chemical and two restaurant businesses in 1983 for 
$490, five natural resource businesses in 1982 for $14.6 and three natural resource businesses in 
1981 for $14.0. These acquisitions were accounted for as purchases, and the results of operations of 
the acquired businesses are included in the consolidated financial statements from the dates of 
acquisition. Goodwill arises from certain purchase transactions and is amortized using the 
straight line method over various periods not exceeding forty years. 


In 1982, a restructuring plan for Chemed Corporation (then an 84% owned subsidiary) was 
completed. Under the plan, the Company transferred all of the Chemed stock it owned to 
Chemed for the stock of a corporation to which Chemed had transferred its Dearborn Group 
of businesses and $185.0 in cash. The Company recognized a gain of $65.1 asa result of this 
restructuring. 


The Company divested and planned the divestiture of a number of operations in 1982 and 
1981, which were no longer compatible with long-term objectives. In 1983, a $57 after-tax gain 
was recognized, of which $5.5 related to the collection of a note received as proceeds in a 1981 
transaction. The net after-tax gains and losses recorded by the Company in 1982 were not 
material to the results of operations for that year. 


In 1981, 4.8 million shares of Omnicare, Inc. (engaged in health care businesses), which was 
84% owned by Grace Retail Corporation and 16% by Chemed, were offered to the public. Upon 
completion of the offering, Chemed retained 24% of the outstanding shares of Omnicare and 
accordingly accounted for its investment on the equity basis. The transaction resulted in an 
after-tax gain of $34.9. In addition, the Company incurred a net loss of $3.8 after-tax on other 
divested operations or planned divestitures. 


The provision for income taxes consists of: 
Current: 

Federal 

State... =e 

CRUSE ES 33,055. ck ths Siok uk mie carscintiave ia sla. selene me 
Deferred: 

Federal. . ; 

POTRARI on, cache ea tan cRoetans : 

Total provision for income taxes 


The source of income before taxes for financial reporting purposes is as follows: 


1982 1981 
$312.5 $361.1 
177.8 191.0 
$490.3 $552.1 


Domestic 
Foreign 
Total income before taxes 


Investment tax credits are applied as a reduction of the current tax provision in the year they 
arise to the extent of statutory limitations. Excess investment tax credits have been applied as a 
reduction of the deferred tax provision: 


1982 1981 

Current income tax provision $ 4.1 $ 21.4 
Deferred income tax provision . . ae . 25:2 29.9 
Total investment tax credits $ 29.3 $ 51.3 
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During 1982, Grace sold its rights to tax benefits associated with certain domestic properties 
and equipment and recorded $53.2 of proceeds as dividends, interest and other income. Net of | 
deferred income tax provisions and the reversal of previously recorded related investment tax 
credits, these transactions resulted in an increase in income of $7.6. 


Deferred income taxes arise from timing differences in the recognition of revenues and 
expenses for tax purposes and for financial reporting purposes. The major components of the 
deferred income tax provision are: 


1983 1982 1981 
Federal Foreign Federal Foreign Federal Foreign 

Excess investment tax credits.... $ (13.8) $ — $ (25.2) $ — $ (299) $ — 
Tax benefits on disposition of 

properties and investments 

not currently deductible... ... (4.3) _ (.6) _ (11.3) — 
Excess other tax credits ........ (3.8) _— (1.8) — —_ _ 
Intangible drilling and 

development costs. . . . . iris (2.1) _ 12.9 — 24.8 (.7) 
Adjustment from cash to accrual 

DME so Jwsei ees coos (1.5) _ (1.1) - 1.6 _ 
Sale of tax benefits _ — 28.5 _ —_ — 
Capitalized interest, net 

ofamortization............. 1.3 (.2) 14.3 1.0 8.5 2.3 
Reversal of previously provided 

tax benefits on disposition 

of properties and investments 

currently deductible ......... ae _ 3.2 — 10.2 _ 
Accelerated methods 

of depreciation ............. 17.7 2.9 40.1 2.0 41.6 7.8 
Other timing differences, net... . (.3) (.8) 1.4 6 (6.8) (2.5) 


Total deferred tax provision. $ (3.6) $ 1.9 $ 71.7 $ 36 $ 387 $ 69 


The statutory federal tax rate reconciles to the effective tax rate as follows: 


1983 1982 1981 
Statutory federal taxrate). <2... 6. ccc cece sees 46.0% 46.0% 46.0% 
Increase (decrease) in tax rate resulting from: 
Foreign taxes in excess of federal tax rate.......... 8.0 1.9 1.6 
State and local income taxes (net of 
MGrAl TAS INCNRRED co os:c iho dxoaspicenyasenn bas Po) Bs 1.8 
Favorable resolution of International Oil tax issue. . . _— — (1.8) 
Gain on restructuring Chemed Corporation....... _— (6.1) _ 
Net capital gains and losses ...............0...05 (.9) (.4) (1.8) 
Gain on investment in joint venture .............. (2.8) (1.5) (1.3) 
Percentage depletion on natural resource properties. (3.2) (1.0) (1.3) 
Investment tax credits and other credits........... (8.2) (6.5) (9.3) 
MUN aie ca nce seg A Cope aa ae Be _— 
EAPCUNG TAX E8tP za. = spade on noedctneee hes 39.5% 34.8% 3.9% 


The Internal Revenue Service has completed examinations of consolidated federal income 
tax returns of the Company and its domestic subsidiaries through 1976. Additional foreign and 
United States taxes might become payable if undistributed earnings of foreign subsidiaries were 
to be paid as dividends, but such taxes, if any, have not been fully provided for since a substantial 
portion of such earnings has been or is expected to be reinvested for an indefinite period of time. 


Note 11—Pension, Profit Sharing 
and Related Plans 


Note 12—Information on Effects 
of Changing Prices (Unaudited) 
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Grace has pension plans covering employees of certain operating units who meet age and service 
requirements, The expense for these plans was as follows: 


1983 1982 1981 

ROE RE preset ne cea cter se reear ae wR sntotary alate Piatarer pies $ 282 $ 284 $ 269 
ONS iS emt mcs ale, sven pf aie eda aaanre Ses wisi 8.9 9.9 10.6 
Total pension plan expense .........0.0.cceceeeseeee $ 37.1 $ 38.3 $ 37.5 


Grace funds its pension plans based on a percentage of payroll expense or cost per hour of 
service, as determined by independent actuaries. Such contributions are equal to amounts charged 
for pension expense. 


A comparison of accumulated plan benefits and net assets available for benefits for Grace’s 
domestic pension plans is presented below: 


December 31, 1983 1982 
Actuarial present value of accumulated plan benefits: 

OGRE rere ett canias aye eaeh acnnicercrune Hts aie mete aaa nat Sve casera $ 246.2 $ 214.0 
Nonvested 15.2 14.0 

Additional benefits for past service based on projected 
PUPP AETV TRCTOREON Sioa ce cen vs aietnigaein ens atin Ses x ode ies 93.7 89.3 
Total accumulated benefits................0..00.55 Deco $ 355.1 $ 317.3 
Net assets available for plan benefits...............0.c0.ceeceeeeeee $ 426.0 $ 348.9 


The assets of foreign pension funds also exceeded the actuarially computed value of vested 
benefits. 


The effects of domestic pension plan benefit improvements and changes in actuarial assump- 
tions resulted in cost decreases in 1983 compared with 1982 of $.2 and cost increases in 1982 over 
1981 of $1.5. The weighted average assumed rate of return used by the actuaries in determining 
the actuarial present value of accumulated plan benefits was 6.5% in 1983 and 1982. A 6.0% 
annual pay increase was assumed in 1983 and 1982 for those plans which have benefits based on 
final average pay. 


Grace also sponsors profit sharing, savings and investment and related plans. The total expense 
for these plans was as follows: 


1983 1982 1981 

BOMBS rr en eae oe hey nia nae neem ee oe S Sis $592.0 5¢*. 109 
PORN SJ i20 ceaienianis walstvaantad vans ae Mage oee eee 6 2 5 
MORMD rican atesye dale wakt aeeiant eth ke ace Mike a $ 10.1 $ 94 $ 11.4 


As required by statements of the Financial Accounting Standards Board, Grace is providing 
supplementary information concerning the impact of inflation on its businesses.The following 
supplemental statements of income present data both as reported in the primary financial 
statements on the historic cost basis of accounting and as adjusted for changes in specific prices 
(the “current cost” method). 


The current cost method restates results of operations for changes in specific prices applicable 
to Grace’s businesses. Only inventories, properties and equipment, cost of sales and depreciation, 
depletion and lease amortization are required to be adjusted for the effects of specific price 
changes. Other items of revenue and expense are assumed to have occurred proportionately 
throughout the year in relation to changing prices and, as such, are considered to be stated in 
average 1983 dollars. For purposes of comparability, the amounts for 1982, 1981, 1980 and 1979 
have been converted to average 1983 dollars as measured by the movement in the United States 
Consumer Price Index for all Urban Consumers (**CPI-U”). 


Since Grace adopted the provisions of Financial Accounting Standard No. 52, effective 
January |, 1982, an aggregate translation adjustment on a current cost basis is required to be 
shown for 1983 and 1982. This isolates the effect of exchange rate changes from the increase 
or decrease in the current cost amount of net assets originally measured in a foreign currency. 
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Statement of Income Adjusted for Changes in Specific Prices (Current Cost Method) 


As Reported in the 
Primary Statements _ Restated in 1983 Dollars 
1983 1983 1982 1981 1980 1979 
Sales and Other income. 2 sc. aes: ceetes seis eevee oe oe $6,285.5 $6,285.5 $6,462.4 $7,242.8 $7,494.7 $7,372.8 
Cost of goods sold and operating expenses............. 4,032.6 4,051.8 4,057.3 4,546.5 4,819.3 4,881.6 
Selling, general and administrative expenses........... 1,443.0 1,443.0 1,438.0 1,584.0 1,594.6 1,519.8 
Depreciation, depletion and amortization............. 304.6 429.8 445.6 467.8 426.1 411.3 
Interest expense’... .2c 0c. oe Stas. 164.2 164.2 183.7 201.3 158.2 147.9 
Research and development expenses ................ 70.7 70.7 63.5 59.9 54.3 57.9 
Net foreign exchange losses (gains)................045 12.2 12.2 RS (18.3) (13.5) 922 
Gain on restructuring Chemed Corporation ........... _— — (67.2) — — — 
Net (gain) loss on disposal of businesses .............. (5.8) (5.8) (1.0) (41.8) 16.8 (17.5) 
6,021.5 6,165.9 6,127.4 6,799.4 7,055.8 7,008.2 
Tescrenie Wette tase este ri acccar keen osesen sare ein arse 264.0 119.6 335.0 443.4 438.9 364.6 
IMeome taxes. 4... ncthe witsananas ma pads faa cart 104.3 104.3 176.2 204.8 256.4 269.3 
WRG ICOND xy 5 atric oer everest eae ee te ee es ale $159.7 $ 15.3 $ 1588 $ 2386 $ 1825 $. 953 
Per Share seek sacs 2 dca eee US ee pI gi me 1) Sey eT a Sa YO i 
Shareholders’ equity at year-end. ................--45 $2,182.3  $3,281.4 $3,588.1 $3,739.5 $3,478.2 $3,570.8 
Current year translation adjustments included in share- 
holders’ equity at year-end ..................05055 $ (43.9) $ (52.4) $ (45.3) $ — $ — $ — 
Shareholders’ equity pershare .............0.0.00045 $ 45.0! $ 67.68 $ 74.13 $ 77.24 $ 72.21 $ 75.35 
Gain from decline in purchasing power of net amount owed ..............-.- $749. $: “710 §$.153:3- $ 173 $. 15222 
Pen shateicsekthcscsrn seca eta oka winnie cette ROMINA stk CR SS4- Soa S$) aS SSeS si 
Increase in general price level of inventories and properties 
and equipment held during the year ($4.08 per share; 
1982 —$3.94 per share; 1981—$8.20 per share; 1980 — $10.99 
per shane; 1979—$12.25 per Alane ys ikd oc icin. eee -wcle Mere wed csi hele, $ 197.5 $ 190.9 $ 395.8 $ 524.1 $ 570.5 
(Decrease) increase in specific prices* ($(.61)per share; 1982—$.41 per share; 
1981—$9.21 per share; 1980 —$4.62 per share; 1979—$1.55 per share),....... (29.6) 20.0 444.7 220.2 12.3 
Increase in general price level over (under) increase 
in specific prices ($4.69 per share; 1982 —$3.53 per share; 
1981—$(1.01) per share; 1980 —$6.37 per share; 1979—$10.68 per share)... .. . $ 227.1 $ 170.9 $ (48.9) $ 303.9 $ 498.2 


*At December 31, 1983, current cost of inventories was $1,010.0 and current cost of properties and equipment, net of accumulated depreciation, depletion and lease 


amortization, was $3,788.7. The current cost of properties and equipment includes unprocessed natural resources. 


Notes to Financial Statements $ Millions (except per share) 


Net income, when adjusted for changes in specific prices, decreased $144.4 from net income of 
$159.7, as reported in the primary statements, to $15.3 on a restated basis. This reduction is 
attributable to the restatement of asset values reflecting the increase in the cost to acquire such 
assets at current prices. In addition, the portion of depreciation, depletion and lease amortization 
related to the revaluation of assets is charged to net income. The sum of these adjustments results in 
the restatement of shareholders’ equity—the investment base. 


During periods of inflation, monetary liabilities such as borrowed funds diminish in cost 
because they are liquidated with cash having less purchasing power than at the time the liabilities 
were incurred. Grace had unrealized gains of $74.9 in 1983 ($71.0, $153.3, $1737 and $152.2 in 1982, 
1981, 1980 and 1979, respectively) from declines in purchasing power due to its net monetary 
liability position. As required, these gains have not been included in the determination of adjusted 
net income under the current cost method. Additionally, the holding gain reflecting the increase in 
asset values of inventories and properties and equipment is shown separately and has not been 
included in the determination of adjusted net income. 


It should be recognized that the measurements applied in these restatements represent only 
approximations, and the techniques and measurement bases may undergo changes over time. The 
restated information also makes no allowance for the customary relationship between cost in- 
creases and changes in selling prices. 


The five-year comparison of selected financial data which follows is shown to depict trends. The 
1983 data is as reported; all other data in this table have been restated in terms of average 1983 
dollars based on the CPI-U. 


Years Ended December 31, 1983 1982 1981 1980 1979 

Sales and other income............... $6,285.5 $6,462.4 $7,242.8 $7,494.7 $7,372.8 

Dividends percommon share ......... S 22:80 $2 2:79 S269 § 2:63 $ “D7 
Market price percommon share 

BPVCAROON: bs ete aint mete ate $ 45.25 $ 39.64 $ 50.15 $ 71.38 $ 55.63 

Average CPI-U (1967=100) ............. 298.6 289.1 272.4 246.8 217.4 


Neither traditional nor inflation-adjusted methods of measuring financial results can adequately 
portray the value of unique, non-reproducible mineral resource assets. However, the estimated 
proved and probable mineral reserves, minerals produced and average market prices are shown as 
follows in accordance with the standards set forth in Financial Accounting Standard No. 39, 
“Financial Reporting and Changing Prices: Specialized Assets—Mining and Oil and Gas.” 


Consolidated Companies Affiliated Companies” 

1983 1982 1981 1980 1979 1983 1982 1981 1980 1979 
Proved and probable reserves 
(tons in thousands) 
Phosphate rock. . . . . 392,591 419,963 449,850 298,738 302,730 51,867 38,900 25,933 12,996 — 
Coal Pax aca ae — -- a = — 203,232 205,663' 208,977 160,814 119,399 
Vermiculite........ 82,820 84,220 _ 85,760 87,066 89,098 = — = — — 
Produced ae Se ee ee cee Sse tte i 
(tons in thousands) 
Phosphate rock... . . 4,295 2,412 4,385 4,350 3,639 = — = _ = 
SOR eee Mare siapricreke = — = _— = 3,006 3,314 3,507 1,952 1,041 
Vermiculite........ 247 68 297 324 323 = 
Average market 
price per ton 
Phosphate rock..... $ 21.75 $ 23.47 $ 23.01 $ 22.21 $ 19.90 $ — $ — $ — $ —- $ =— 
Coal ceria set $ — $ — §$ — $ — $ = $ 29.00 $ 31.36 $ 28.05 $ 21.09 $ 16.67 
Vermiculite........ $101.00 $ 93.00 $ 85.00 $ 72.00 $ 64.00 $ — $ — $ — $ — §$ — 


“Grace's share of the mineral reserves of 47.5% to 50% owned affiliated companies. 


Includes 52 million tons purchased during 1981 (1980 —56 million tons). Underground reserves of 37 million tons (1982, 1981 and 1980— 37 million tons, 
1979—50 million tons) are excluded for cost amortization purposes because no costs have been incurred for the development of an underground mine. 


Restated for a change in estimates. 
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Note 13—Industry and 
Geographic Segments 


The following table sets forth industry and geographic segment information in accordance with 
the reporting requirements of Financial Accounting Standard No. 14. The format of this table 
differs from the unaudited tables on pages 30 and 46, in that operating profit herein is presented 
before interest expense and taxes. In 1983 the Company redefined certain business segments to 
more appropriately reflect its lines of business; prior years’ amounts have been reclassified 
accordingly. 

Grace’s investment in and equity in the results of operations of affiliated companies, income 
applicable to minority shareholders, intersegment sales and transfers among geographic areas 
are not significant. 


Chemed/ 
Natural General Divested 
Industry Segment Information Chemical Resources Consumer Business Businesses Total 
Specialty Agricultural Retailing Restaurant 

SaURSS 3c nalantoece coma rerettiae eat 1981 $2,000 $684 $ 989 $1,206 $598 $640 $425 $6,542 

1982 2,025 597 796 1,325 634 637 112 6,126 

1983 2,105 655 551 1,547 710 651 — 6,219 

Pretax Operating Profit).......... 1981 = $ 294 $ 47 $ 308 ae) | $ 6 $ 47 $49 $ 802 

1982 304 9 191 50 22 49 5 630 

1983 322 2 67 61 24 44 — 520 

Identifiable Assets. ............. 1981 $1,138 $569 $1,589 $ 626 $416 $262 $210 $4,810 

1982 1,120 420 1,646 667 426 269 4,548 

1983 1,202 439 1,546 727 442 272 — 4,628 

Capital Expenditures ........... 1981 $ 118 $ 40 $ 338 $ 44 $ 66 $ 12 $ 8 $ 626 

1982 128 34 237 53 49 26 1 528 

1983 119 8 86 42 55 24 — 334 

Depreciation, Depletion and 

Amortization® ..............- 1981 $ 59 $ 30 $ 104 $ 22 $ 32 $ 9 $12 $ 268 

1982 62 27 126 25 36 9 1 286 

1983 64 30 120 26 39 12 — 291 
Geographic Segment Information United States Canada Europe Other Total 
BRIER OT, os Goatees cn 1981 $5,153 $119 $896 $374 $6,542 
1982 4,852 112 847 315 6,126 
1983 4,974 109 814 322 6,219 
Pretax Operating Profit).......... 1981 $ 594 $ 19 $ 99 $ 90 $ 802 
1982 438 14 80 98 630 
1983 328 13 81 98 520 
Identifiable Assets. ............. 1981 $3,939 $75 $537 $259 $4,810 
1982 3,750 57 489 252 4,548 
1983 3,900 59 440 229 4,628 
“) Total pretax operating profit reconciles to income before taxes as follows: 1983 1982 1981 
Pretax operating profit................0.00005 $520 $630 $802 
Gain on restructuring Chemed Corporation _— 65 _— 
Net gain on disposal of businesses 6 1 38 
General corporate overhead ..........-..-.-- (74) (79) (75) 
Other (expense) income, net*. . (24) 51 (29) 
Interestex pense: o/s. fetes ee ed oe os (164) (178) (184) 
Income before taxes.........-...0000055 $264 $490 $552 


* Includes items such as dividends and interest income, corporate research expenses and miscellaneous items (1982 included gain on sale of tax benefits 
and reversal of certain incentive plan accruals; 1981 included the effect of Financial Accounting Standard No. 8) not properly allocable to industry segments. 


(2) The difference between these amounts and the corresponding amounts in the consolidated financial statements represents general 
corporate items. 
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Report of Independent Accountants 


Management’s Responsibility 
for Financial Reporting 


ice 153 EAST 53RD STREET 
NEW YORK, NY 10022 
aterhouse ae 


To the Shareholders and Board of Directors of W. R. Grace & Co. 


In our opinion, the consolidated financial statements appearing on pages 49, 50, 52, 54 and 56 
through 66 of this report present fairly the financial position of W. R. Grace & Co. and subsidiary 
companies at December 31, 1983 and 1982, and the results of their operations and the changes in 
their financial position for each of the three years in the period ended December 31, 1983, in 
conformity with generally accepted accounting principles consistently applied during the period 
except for the change, with which we concur, in the method of accounting for foreign currency 
translation as described in the Summary of Significant Accounting and Financial Reporting 
Policies. Our examinations of these statements were made in accordance with generally accepted 
auditing standards and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. 


January 26, 1984 


Management is responsible for the preparation as well as the integrity and objectivity of Grace's 
financial statements. The financial statements have been prepared in conformity with generally 
accepted accounting principles and accordingly include amounts which represent the best estimates 
and judgments of management. 


For many years, management has maintained internal systems to assist it in fulfilling its re- 
sponsibility for financial reporting, including careful selection of personnel, segregation of duties, 
formal business, accounting and reporting policies and procedures and an extensive internal audit 
function. While no system can ensure elimination of all errors and irregularities, the systems have 
been designed to provide reasonable assurance that assets are safeguarded, policies and procedures 
are followed and transactions are properly executed and reported. These systems are reviewed and 
modified in response to changing conditions. 


The Audit Committee of the Board of Directors, which is comprised of directors who are not 
officers or employees of Grace, meets with Grace's senior financial officers, internal auditors and 
independent accountants to review audit plans and results as well as the actions taken by manage- 
ment in discharging its responsibilities for accounting, financial reporting and internal control 
systems. The Audit Committee reports its findings to the Board of Directors and also recommends 
the selection and engagement of independent accountants. Management, the internal auditors and 
independent accountants have direct and confidential access to the Committee. 


The independent accountants are engaged to conduct an examination of and render an opinion on 
the financial statements in accordance with generally accepted auditing standards. These standards 
include a review of the systems of internal controls and tests of transactions to the extent considered 
necessary by them to support their opinion. 
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Sales Financial Summary-1973-1983* § Millions (except per share) 

($ millions) 1983 
Earnings Statistics 
Sales $6,219.5 
Dividends, interest and other income 66.0 
Cost of goods sold and operating expenses 4,032.6 
Depreciation, depletion and amortization 304.6 
Interest expense 164.2 
Research and development expenses 70.7 
Net gain (loss) on disposal of businesses 5.8 
Income before taxes 264.0 
Income taxes 104.3 
Effective tax rate 39.5% 
Net income 159.7 


Financial Position 


Net Income Cash and cash equivalents $ 163.7 
(§ millions) Notes and accounts receivable—net 642.9 
Inventories 897.5 
Current liabilities 1,071.9 
Working capital 688.6 
Properties and equipment—net 2,715.4 
Total assets 5,034.6 
Long-term debt 1,349.4 
Shareholders’ equity—common stock 2,172.0 
Data Per Common Share 
Earnings $ 3.28 
Earnings assuming full dilution 3.26 
Average common shares outstanding (thousands) used in computing: 
Earnings 48,431 
Earnings assuming full dilution 49,096 
Dividends 2.80 
Shareholders’ Equity Shareholders’ equity—book value 44.80 
Per Common Share 
Other Statistics 
Working capital provided by operations $ 449.9 
Dividends on common stock 135.5 
Capital expenditures 353.1 
Current ratio 1.6:1 
Debt ratio (including capitalized leases) 38.2% 
Debt ratio (excluding capitalized leases) 35.1% 
Common shareholders of record 37,057 
Stock price range 505-384 


*Data for the years 1979 through 1982 have been reclassified and restated for a pooling of interests transaction in 1983 
in accordance with a policy of restatement of data for the four immediately preceding years. 
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1982 1981 1980 1979 1978 1977 1976 1975 1974 1973 


$6,126.1 $6,542.3 $6,137.0 $5,324.6 $4,497.1 $4,201.5 $3,794.3 $3,721.6 $3,601.5 $2,889.8 


130.7 65.0 57.6 43.2 31.5 19.7 18.0 21.3 25.9 25.7 
3,896.6 4,148.7 3,963.8 3,500.5 3,009.7 2,873.6 2,623.7 2,538.3 2,511.7 2,046.0 
297.2 278.0 235.9 190.5 177.1 144.3 126.5 105.6 88.6 73.0 
177.8 183.6 130.7 107.7 84.3 79.8 Jaz 83.0 78.8 58.4 
61.5 54.7 44.8 42.2 37.3 32.3 28.1 30.3 32.2 28.1 
1.0 38.1 (13.9) 12.8 8.0 (17.2) 8 26.4 (17.3) (4.4) 
490.3 552.1 501.1 428.0 333.6 280.3 261.4 324.6 255.7 161.9 
170.5 186.9 211.9 196.1 156.3 130.1 124.6 147.1 131.0 77.3 
34.8% 33.9% 42.3% 45.8% 46.9% 46.4% 47.7% 45.3% . 51.2% 47.7% 
319.8 365.2 289.2 231.9 177.3 150.2 136.8 177.5 124.7 78.4 


$ 164.5 $ 84.0 $ 127.0 $ 158.9 $ 267.3 $ 194.4 $ 246.8 $ 111.3 $ 168.2 $ 139.0 


621.4 827.6 TIN 743.6 636.9 570.5 Pe AE 497.5 521.8 438.1 
878.0 921.1 823.9 778.0 717.9 640.9 611.5 576.4 667.1 493.2 
1,000.2 1,206.7 1,157.2 1,089.4 907.8 819.1 767.3 737.9 860.6 628.3 
713.2 675.9 583.6 625.7 736.6 615.8 627.2 584.9 532.0 467.1 
2,707.7 2,543.5 2,178.7 1,701.5 1,327.2 1,226.0 1,139.8 1,069.7 959.9 770.7 
4,920.2 5,047.7 4,402.8 3,767.9 3,318.7 3,027.2 2,906.8 2,693.3 2,631.6 2,115.0 
1,294.5 1,372.6 1,115.0 839.6 775.8 760.0 791.8 683.9 721.5 633.6 
2,189.3 2,059.4 1,801.3 1,589.0 1,412.5 1,264.1 1,181.7 1,101.7 858.7 766.0 


$ 6.59 S455 $ 6.05 $ 4.96 $ 3.93 $ 3.39 $ 3.12 $ 4.63 $ 3.51 $2.37 


6.51 7.41 5.89 4.75 3.69 3.18 2.93 4.25 3.23 2.21 
48,399 48,292 47,686 46,637 44,941 44,078 43,588 38,182 35,364 32,788 
49,208 49,368 49,341 49,342 49,137 48,556 48,155 42,811 40,029 37,455 

2.70 2.45 2.175 1.975 1.85 1.775 1.70 1.625 1.525 1.50 

45.23 42.54 37.40 33.53 30.60 28.57 27.10 26.04 24.13 23.16 


$595.3 $ 629.2 $ 569.6 $ 424.2 $ 357.6 $ 341.9 $ 282.7 $ 295.8 $ 259.8 $ 186.6 


130.2 116.4 101.9 87.5 72.5 69.1 63.5 50.9 45.5 41.9 

560.1 664.9 662.5 516.9 314.6 278.5 234.4 308.7 302.7 174.3 
1.7:1 1.6:1 1.5:1 1.6:1 1.8:1 1.8:1 1.8:1 1.8:1 1.6:1 1.8:1 
37.0% 39.5% 37.8% 34.1% 35.0% 37.1% 39.6% 37.8% 44.7% 44.2% 
33.3% 35.7% 33.2% 29.8% 32.0% 34.0% 37.0% 34.8% 41.9% 41.7% 


42,889 43,165 44,653 47,664 48,522 57,570 59,028 59,143 56,357 52,071 


4614-2842 595%-38%2  63%2-32% = 4 1%4-25% = 332%4-23%4 31%-25% 33%-24% 29%-22% 28%-18 30%-19% 
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eee 


Stock Price Standard & Poor’s 
500 Price Range 
$70 $170 


60 150 


130 


110 


0 0 
1979 1980 1981 1982 1983 
High 
Close f NYSE Stock Price Range 
Low 
Standard & Poor's 500 Price Range 
Book Value Earnings Per 
Per Share Common Share 
$70 $9.00 


1979 


1980 1981 1982 1983 


Book Value Per Share 


~~ Earnings Per Share (Trailing 12 months) 


Common Stock Price Data—1983/1982/1981 
Principal Market: New York Stock Exchange 
NYSE Specialist: Adler, Coleman & Co. 
Trading Symbol: GRA 
Common Stock Prices- Composite Trading 


High Low Close 
1983 
ISSO MATURE cies seice ouse cee ee aaa Oe $43.625 $38.375 $41.50 
Second Quarter: a. ives caren eades avis Wea kinds ote 50.375 41.00 48.125 
Third Quarter...... 42.625 49.00 
Fourth Quarter 44.125 45.25 
1982 
Rive Curate) conte anes seinen arenas race $46.25 $34.50 $35.00 
Second Quarters ois case an wales celhe B ate won 40.75 32.125 32.25 
Third Quarter...... 28.50 35.50 
Fourth Quarter 34.875 38.375 
1981 
GEE CMAARIOE oe nse Mia as caais Rios acne TSR ae $59.625 $46.00 $51.00 
Derond Oarter neh chs oi eeovar ey Hae e anes 54.875 43.625 45.125 
Third Quarter...... 38.50 39.50 
Fourth Quarter 39.25 45.75 


Cash Dividends (1934-1984) 

The year 1984 is the 50th anniversary year of consecutive cash dividends paid to shareholders by 
W.R. Grace & Co. Total dividends paid on common stock amounted to $135.5 million in 1983, 
$130.2 million in 1982 and $116.4 million in 1981, increases of $5.3 million or 4.1% in 1983, and 
$13.8 million or 11.9% in 1982. 

Dividend checks are mailed so that shareholders receive them on or about the 10th day of 
March, June, September and December. If carried on the official shareholder register on the 
record date, shareholders are entitled to receive the dividend for the respective quarter. To be 
entitled to a dividend, a new shareholder must purchase stock prior to the ex-dividend date. The 
ex-dividend date is normally four business days prior to the record date. 

Cash dividends paid on the common stock during 1983, 1982 and 1981 and the anticipated 
record and ex-dividend dates for 1984 are shown below: 


Amount Paid Per Share 1984 

1983-1982 1981 Record Date Ex-Dividend Date 
First Quarter.) 4.55. $270 (SEGS= $575 February 2 January 27 
Second Quarter......... -70 65 575 May 3 April 27 
Third Quarter .......... -70 -70 65 August 2 July 27 
Fourth Quarter ......... __.70 mee) 65 November | October 26 

$2.80 $2.70 $2.45 


1983 Common Stock Market Data 
Closing Price: $45% 
Price Range: High-$50¥ Low-$38% 
Year-End P/E Ratio: 13.8x 
Year-End Yield: 6.2% 
Volume: 22,189,100 shares (Composite) 
18,875,000 shares (NYSE) 
% Composite Volume of Shares Outstanding: 45.8% 
Block Trade Volume (NYSE): 12,962,600 shares 
% Block Volume of NYSE Volume: 68.7% 
Average Daily Trading (NYSE): 74,605 shares 
Value of Average Daily Trading (NYSE): $3,107,691 
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Dividend Reinvestment and 
Common Stock Purchase Plan 


Stock Transfer 


Duplicate Mailings 


Corporate Policy on 
Public Disclosure 


The Dividend Reinvestment and Common Stock Purchase Plan is a convenient and economical 
way to invest in Grace common stock. It offers the opportunity to invest on a regular basis, 
providing the long-range benefits of dollar cost averaging. Grace pays all bank service fees and 
brokerage commissions for common stock purchased through the Plan. Anyone—whether or not 
presently a Grace shareholder—is eligible to join the Plan. Participation is entirely voluntary and 
withdrawal from the Plan may be requested at any time. 

In addition to reinvesting dividends, participants may make supplemental cash payments to 
buy Grace common stock. Cash payments will be invested each month so long as sufficient funds 
have been received to permit an economical purchase of shares. Since interest is not paid on 
unused funds, it is recommended that cash payments be sent so they are received by Grace as 
near as possible but prior to the 10th day of the month. 

As of December 1983, there were 11,946 Plan participants holding over one million shares of 
Grace common stock. During 1983, Grace shareholders reinvested $2.8 million of dividends and 
made $1.1 million of supplementary cash payments which, combined, were used to purchase 
84,316 shares of Grace common stock. 

Effective March 1984, Grace became Administrator of the Plan and Marine Midland Bank 
now acts as Plan Custodian and Purchasing Agent. Those interested in participating may request 
a Plan brochure, prospectus and authorization form by writing Dividend Reinvestment Plan at 
Grace Headquarters in New York City. 


Stock transfer is the procedure by which a change in the ownership of stock is officially registered 
on Grace’s shareholder records and is evidenced by the issuance of a new stock certificate. This 
procedure is required most frequently when shares are purchased or sold, a transaction which 
usually requires the services of a stockbroker. The need to transfer stock also arises when a 
shareholder wishes to register certificates in a different name or to co-register shares with another 
individual. 

To transfer stock, endorse the stock certificate as registered and have your signature guaran- 
teed by a stockbroker or a bank official authorized to guarantee signatures. Send the certificate by 
registered or certified mail, return receipt requested, to the Transfer Agent, along with a letter of 
instructions. The Transfer Agent is Marine Midland Bank, N.A., Corporate Trust Operations, 
140 Broadway, 12th Floor, New York, NY 10015. 


Shareholders of record automatically receive Quarterly and Annual Reports and other corporate 
mailings. In some cases, stock may be registered in your name as well as in the name of a spouse, 
child or other person who resides with you. If the elimination of duplicate mailings is desired, 
simply write “delete corporate mailings’’ on the postage-paid shareholder address stub of your 
dividend check and return it to Grace or write the Shareholder Records Department at Grace 
Headquarters enclosing mailing labels or otherwise specifying which registered shareholder 
accounts should be deleted from the Quarterly and Annual Report mailing lists. Each registered 
shareholder will continue to receive proxy statements and dividend checks (unless the share- 
holder is participating in the Dividend Reinvestment and Common Stock Purchase Plan or has 
requested that dividend checks be mailed directly to a bank for deposit). 


W.R. Grace & Co. adheres to a corporate policy of disseminating all pertinent financial data and 
other material information on corporate activities on a timely basis and in accordance with 
applicable laws and regulations. We believe that a continuous program, through which accurate, 
objective and timely disclosure of material information is released, is the best way to discharge 
corporate responsibility for communications. In doing so investor audiences, including present 
shareholders, can make informed judgments about the Company’s current position, its future 
prospects and the quality of its management. 


Shareholder Inquiries 


Inquiries concerning the above or other matters of shareholder interest may be directed in 
writing to W. R. Grace & Co., 1114 Avenue of the Americas, New York, N.Y. 10036, or you may call 
toll-free: (800) 223-7900. Residents of Alaska, Hawaii and New York may reach the Office of 
Investor and Shareholder Relations by calling (212) 819-5500 collect. 
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Corporate Information 


World Headquarters Grace Plaza 
1114 Avenue of the Americas 
New York, New York 10036 
(212) 819-5500 


Annual Meeting The annual meeting of shareholders 
of W.R. Grace & Co. 
will be held at 10:30 a.m. 
on Thursday, May 10, 1984 
at The Baltimore Hilton 
101 West Fayette Street 
Baltimore, Maryland 21201. 


Incorporation W.R.Grace & Co. was 
incorporated in 1899 under 
the laws of the State of 
Connecticut. The Company 
was founded in 1854 by 
William Russell Grace. 


Independent Accountants Price Waterhouse 
153 East 53rd Street 
New York, New York 10022 
(212) 371-2000 


Investor Information 


SEC Reports 


Dividend Reinvestment 


‘Trademarks 


The Annual Report on Form 10-K 
and the Quarterly Reports on 
Form 10-Q filed by the Company 
with the Securities and Exchange 
Commission are available to any 
Grace shareholder upon request. 


Write: James G. Stier, Director of 
Investor and Shareholder Relations, 
W.R. Grace & Co., Grace Plaza 

1114 Avenue of the Americas 

New York, New York 10036 

(800) 223-7900 


Plan Administrator: 

WR. Grace & Co. 

1114 Avenue of the Americas 
New York, New York 10036 
(212) 819-6820 


Plan Custodian: 

Marine Midland Bank 
Corporate Trust Operations 
140 Broadway, 12th Floor 
New York, New York 10015 
(212) 440-1000 


Names italicized in the text of this 
report are trademarks or service- 
marks of W.R. Grace & Co. or its 
subsidiaries, or, in some cases, 
indicate Grace operating units. 


Securities Stock Exchanges Transfer Agent Registrar 

Common Stock Listings: Geneva Marine Midland Bank, N.A. Marine Midland Bank, N.A. 
New York Hamburg Corporate Trust Operations Corporate Trust Operations 
Midwest Lausanne 140 Broadway, 12th Floor 140 Broadway, 12th Floor 
Amsterdam London New York, New York 10015 New York, New York 10015 
Basel Paris (212) 440-1000 
Frankfurt Ziirich 
Trading Privileges: 
Boston Pacific 
Cincinnati Philadelphia 

Options American Stock Exchange 

Preferred Stocks Over-the-Counter Marine Midland Bank, N.A. Chemical Bank 


Corporate Trust Operations 
140 Broadway, !2th Floor 
New York, New York 10015 


Stock Registration 
110 William Street 
New York, New York 10038 


(212) 608-8415 

Convertible Debentures Trustee Conversion Price 
4%% Convertible New York Stock Exchange Chemical Bank $57.32 
Subordinate Debentures Corporate Trust Department 
Due 1990 55 Water Street 

New York, New York 10041 

(212) 820-6623 
6'2% Convertible New York Stock Exchange The Chase Manhattan Bank, N.A. $29.625 
Subordinate Debentures Corporate Trust Administration 
Due 1996 1 New York Plaza 
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New York, New York 10081 
(212) 676-4070 
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Corporate Officers 


Chairman and Chief Executive Officer 
J. Peter Grace 

President and Chief Operating Officer 
Carl N.Graf 


Vice Chairman and Chief Administrative Officer 
Charles H. Erhart, Jr. 


Vice Chairman and Group Executive—Natural Resources 
Harold R. Logan 


Vice Chairman—Planning and Development 
D. Walter Robbins, Jr. 


Chairman of the Executive Committee 
Felix E. Larkin 


Executive Committee 
Felix E. Larkin, Chairman 
Charles H. Erhart, Jr. 
Carl N.Graf 

Harold R. Logan 

D, Walter Robbins, Jr. 

J, Peter Grace, ex officio 
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Executive Vice Presidents 
Robert A. Clabault, General Business 
Terrence D. Daniels, General Development 
Albert A. Eustis, General Counsel and Secretary 
Lloyd L. Jaquier, Agricultural Chemicals 
Lawrence C. McQuade, Corporate Administration 
Jack Rimmer, Industrial Chemicals 

*Robert W. Samuels, /ndustrial Chemicals 
Anwar Soliman, Restaurants 
John F. Spellman, Chief Financial Officer 
Edward H. Tutun, Retailing 


Senior Vice Presidents 

J.P. Bolduc, Chairman's Office 

Charles E. Brookes, Environmental Policy 
*J. Murfree Butler, Industrial Chemicals 

Henry C. Conrad, Business Development 

E. Harold Culp, Agricultural Chemicals 

Thomas M. Doyle, Chairman's Office 

Gerald G. Garbacz, General Business 

Kenneth G. Gilkey, Corporate Administration 

Donald E. Grimm, Natural Resources 

O. Benjamin Hander, General Development 

Robert E. Herlihy, Computer Technology and Operations 

Christian F, Horn, New Ventures 

Leonard Kamsky, Business Economics 
*Donald H. Kohnken, /ndustrial Chemicals 
*Carl W. Lorentzen, /ndustrial Chemicals 

Antonio Navarro, Corporate Communications 

George J. Winchell, Retailing 


Vice Presidents—Operations 

*Fred E. Bennett, Dearborn 
Samuel J. Cerny, Grace Petroleum 
Charles H. Ehlers, Dewey and Almy 
Thomas R. Fowler, Mining 
James R. Gregath, Grace Drilling 
Adley W. Hemphill, Davison 
John Hirsch, Natural Resources 
Robert A. Miller, Cryovac 

*Robert R. Pollard, Organic Chemicals 
Roger V. Rowe, Cocoa Products 
John L. Sisk, Herman's 

*William B. Sturgis, Cryovac 
Laurence R. Veator, Jr., Pacific-Interamerican 
Rodney M. Vining, Construction Products 
John F Williams, Homco 
Elwood S. Wood, Polyfibron 


Vice Presidents—Staff 

F Peter Boer, Research and Development 
Francis J. Brennan, 7reasurer 

John A. Dudley, Hwman Resources 

Francis D. Flanagan, Government Relations 
Klaus G. Scheye, General Corporate 

Brian J. Smith, Controller 

Daniel P. Tucci, Financial Planning and Analysis 


Subsidiary Companies 


EI! Torito Restaurants, Inc. 

J. Peter Grace, Chairman 

Anwar Soliman, Vice Chairman 

Larry J.Cano, President and Chief Executive Officer 


Grace Industrial Chemicals, Inc. , 
Jean-Louis Gréze, President, European Darex Division 
Fred Lempereur, President, European Technical Products Division 
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